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at kind of year wa 


It was a rebuilding year for us. Along the way we made $173 million 
or $2.03 per share—that's against a loss of $5.62 per share the 
year before. And we cut interest expense by nearly $70 million. 
Not bad for a rebuilding year. 


lam never satisfied. 


Vhat | esses do \ ee as major sources of tuture growth? 


Specialty chemicals, mainly. We're already the world’s biggest 


specialty chemicals company, and we're growing at 10%-15% 
per year on a large base of $2.8 billion in annual sales. 


Ner en t tr na; 1e tnere 


We're the world’s largest processor of cocoa beans, and our 
American Breeders Service is the best in animal genetics. We also 
have the leading book distribution business. Our energy opera- 
tions have turned the corner and are ready to take advantage of 
the coming recovery in oil and gas prices. 


Vhat's tryrea tar (sy harehn jers wh want to part 


ipate 
me ( | ny Ure jrowTn 

Long-term capital appreciation plus cash dividends. At $140 

per share currently, the yield is around 5%.The stock was split 

2 for 1 in 1987—that's an incentive for the small investor. 

| think future prospects are excellent. 


J.Peter Grace, Chairman, Pre 


The New Grace Contents 


Grace today is an international specialty chemical company Chairman's Message 


] 
with selected interests in energy, manufacturing and service 2 Alook at the New Grace 
businesses. The Company operates more than 1,200 facilities in 3-5 The Year in Review 
45 countries and had 39,400 employees at year-end 1987. 6-9 Grace Specialty Chemicals Co. 


10-11 Natural Resources Group 
12-14 General Business Group 

15 Corporate Investments 

16 Report of Independent Accountants 
17-19 Financial Statements 
20-30 Notes to Financial Statements 
31-32 Management's Discussion and Analysis 
33-38 Supplemental Statistics 

39 Investor and Corporate Information 

40 Corporate Officers and Directors 


Financial Summary Ss milions (excep! per shore) 


For the Year 1987 1986 
Sales $4,515.4 $3,725.7 
Income (Loss) from Continuing Operations 141.9 (375.4) 
Income {Loss} from Discontinued Operations 18.6 (96.9) 
Tax Benefit of Operating Loss Carryforward 12.6 oa 
Net Income (Loss) 173.1 (472.3) 
Earnings (Loss) Per Share from Continuing Operations 1.67 (4.47)* 
Earnings (Loss) Per Share 2.03 (5.62)* 
Capital Expenditures 242.5 199.1 
Dividends Paid on Common Stock 118.7 117.6 
Dividends Per Common Share 1.40 1.40* 
Average Common Shares Outstanding |thousands} 84,820 84,078* 
At Year-End 

Total Assets $4,473.6 $4,097.2 
Long-Term Debt 1,222;5 1,095.3 
Shareholders’ Equity (Book Value) —Common Stock 1,455.8 1,300.9 
Book Value Per Common Share 17.31 15.41* 


Common Shares Outstanding (thousands) 84,108 84,400* 


* Restated to reflect a two-for-one Common Stock split in December 1987. 


To Our Shareholders 


1987 was a watershed year in the history 
of your Company—one in which the drastic 
restructuring of 1986 was put to the test. 
lam pleased to report that W.R. Grace & 
Co. not only passed that test but, in doing 
so, established an impressive record of 
sales, earnings and expansion in each of 
our principal businesses. 

Specialty chemicals, the largest seg- 
ment, regained its historical double digit 
annual growth trendline in sales and after- 
tax operating income. Natural resources 
rebounded from a loss in 1986 to a profit in 
1987, and general business posted a sharp 
rise in operating income. These accomplish- 
ments, plus the further reduction of cor- 
porate overhead and interest expenses, 
resulted from the emergence of a new 
Grace, structurally, and a renewed Grace in 
drive and determination. 

To sum up the year briefly, sales increased 
by 21% to $4.5 billion, and net income rose 
to $173 million, versus a loss of $472 million 
in 1986 due largely to the costs of restruc- 
turing. Earnings per share from continuing 
operations were $1.67 compared witha 
loss of $4.47 in 1986. Including discontinued 
operations and an extraordinary item, net 
income per share for 1987 was $2.03 
against 1986s loss of $5.62 per share. 
Included in the 1986 loss were asset write- 
downs and reserves for the disposition of 
businesses and overhead reduction. 


Developments 


Since the last annual report, and beyond 
the financial results, a number of very 
meaningful events have taken place, includ- 
ing the: 


creation of Grace Specialty Chemicals Co., 
and its expansion through the acquisition 

of several technologically advanced com- 
panies and heavy research and develop- 
ment spending; 


return to profitability of the natural 
resources sector supported, in large part, 
by stabilizing energy prices and increased 
demand for energy-related services; 


formation of an expanded worldwide 
cocoa and chocolate products enterprise; 


development of a fourth, rapidly growing 
business operation—health care and 
medical technology—primarily through 
an increase in ownership in January 
1988 from 499% to 82.8% in National 
Medical Care, Inc., the nation's leading 
supplier of kidney dialysis treatment; 


= sale of our last retail business (Bermans, 


March 1987); and 


= aggressive implementation of a divestment 


strategy for our fertilizer business to be 
substantially completed during 1988. 

In concert with operating improvements 
over the past 12 months, interest expense 
was sharply lower in 1987 reflecting a large 
reduction in debt in 1986 through the ap- 
plication of proceeds from the sale of 
restaurant and retail operations. In addition, 
Grace common stock was split two-for- 
one on December 10 to increase market 
liquidity, to position Grace stock in a price 
range appealing to more investors, and to 
address an imbalance between individual 
and institutional shareholders. 

With the cash dividend rate unchanged, 
our stock price—driven lower by the mid- 
October turmoil in the capital markets— 
offers yield and total return prospects that 
are very attractive when compared with 
alternate forms of investment. This is not to 
say that Grace and every other company 
affected by the stock market crash were 
anything but distressed by that singular 
event. We believe, however, that Grace 
shareholders fared better than many oth- 
ers and that the momentum now firmly 
established in our businesses will work to 
the long-term benefit of equity investors. 


Outlook 


1988 is a particularly tough year about 
which to generalize because of the eco- 
nomic problems with which our country is 
contending, including the dual trade and 
federal deficits, threat of recession and the 
debt burden of lesser developed countries— 
all of which are compounded by the uncer- 
tainties of an upcoming national election. 
Nonetheless, the current strength of the Com- 
pany's operations and the cohesiveness, 
dedication and spirit of our employees at 

all levels lend a high degree of confidence 
in the Company's ability to prosper no 
matter what difficulties the external envi- 
ronment may present. 


ft pre 


Chairman, President and 
Chief Executive Officer 
March 3, 1988 


A Look at the New Grace 


In the aftermath of restructuring, it is natural 
for our shareholders to ask, ‘‘What is the 
new Grace and how does it differ from the 
old Grace?" Here and in the pages that 
follow, this issue is addressed by those with 
direct, hands-on responsibility for the con- 
duct of Grace's businesses. 


Adapting to Change 


Stated simply, the new Grace is a leaner 
and more focused enterprise, better able 
to respond to changing times and to antici- 
pate and capitalize on the opportunities 
that change brings. Grace has fewer lines 
one of which, specialty chemi- 
cals, accounted for roughly 60% of total 
sales and 80% of operating income in 
1987 This core business is supplemented by 
selected energy, manufacturing and ser- 
vice businesses, along with an expanding 
position in the rapidly growing field of 
health care. Each of these businesses is 
described later in this annual report. 


of business 


Setting Targets 

Throughout the renewal process, the mis- 
sion of the Company remains the same: to 
be a rewarding investment, a good employer 
and a responsible citizen. While targets will 
vary depending on economic conditions, 
Grace's long-term goal is to achieve, on 


Charles H. Erhart, Chairman of the Executive Committee 


average, growth in sales and profits of 12% 


to 15% annually and an even higher return 
on shareholders’ equity. This goal, in the 
context of a relatively low-risk portfolio, 
should provide our shareholders with a 
premium return on their investment. 


ATeam Approach 


Grace believes that senior management 
should be closely involved in overseeing 
the Company's businesses and encourag- 
ing an entrepreneurial spirit in each of 
them. Under the umbrella of the Executive 
Committee, four members of which are pic- 
tured on this page, corporate management 
meets regularly with the group executives 
(pictured on the following pages) of Grace's 
major operations to discuss competitive 
and other changes affecting their busi- 
nesses and to initiate appropriate strategic 
actions. In addition, senior management 
convenes frequently to discuss the overall 
performance and direction of the Com- 
pany, including positioning strategies and 
how corporate assets should be allocated 
to enhance shareholder value in future 
years. 


Fostering the Entrepreneurial Spirit 


The new Grace, like the old, relies on a 
decentralized operating structure to maxi- 
mize the potential of each of its employees, 
who recognize that the times require 


greater efficiency, productivity and aggres- 
siveness in order to compete successfully. 
While guided by professional management 
techniques, the new Grace is powered by 
the entrepreneurial spirit of its managers 
and their competitive appetite to innovate, 
Is. Our 


core specialty chemicals business, for 


test new ventures and learn new ski 


example, is composed of a large number of 
differentiated technologies and product 
lines, each with its own special dynamics. 
Success depends on customer knowledge, 
technical prowess and marketing savvy, 

all of which are most familiar to those clos 
est to the business. The inherent strength 

of Grace is based upon its decentralized 
structure, its reliance on the innovative 
instincts of its managers and its incentive 
programs w hich attract, retain, motivate and 
reward quality performers 


Putting It All Together 

Grace's return to profitability in 1987 bodes 
well for shareholders and employees alike 
Anchored by its strong specialty chemicals 
business, Grace has retained those opera- 
tions that show promise of substantial growth 
and profitability and is shedding the rest 

As it looks toward tomorrow, the new Grace 
remains committed to the belief that success 
is achieved not by preserving the status quo, 
but by eagerly seizing the opportunities 
made possible by a changing world. 


Vice Chairmen: (left to right) Paul D. Paganucci, J.P. Bolduc, Terrence D. Daniels 


The Year in Review 


The following news briefs highlight noteworthy 
events of 1987 and early 1988 for the Com- 
pany and its three principal operating groups 
—Specialty Chemicals, Natural Resources 
and General Business. 


Corporate 


Grace increased its common equity 
interest in National Medical Care, Inc. 
(NMC) from 4999 % in January 1988. 
NMC i is the leadi rovider of kidney 


plier of dialysis pr 
three largest U.S. 
growing infusion therapy (home drug deliv- 
ery) market. 


A 2-for-1 common stock split was 
approved by the Board of Directors 

on October 1, resulting in the distribution of a 
100% stock dividend on December 10.The 
stock distribution followed shareholder ap- 
proval of an amendment to Grace's Restated 
Certificate of Incorporation, doubling the 
number of common shares to 300 million from 
the 150 million previously authorized and 
doubling the number of votes per share of the 
preferred stocks. Dividends at the current 
indicated annual rate of $140 were main- 
tained on the common stock. 


During the fourth quarter, the Company 
reinstated its stock buy-back program to 
purchase Grace common stock in unsolicited 
open market and/or privately negotiated 
transactions. In October, a total of 623900 
shares were repurchased. The Company may 
repurchase an additional 34 million shares. 
All shares repurchased are to be held as 
treasury stock pending reissuance in connec- 
tion with the Company's stock incentive plans. 


With aninvestment by W.R.Grace & Co. 
of $5 million, Grace Ventures Corp., 
a wholly owned subsidiary, and Horn 
Venture Partners, a partnership of the officers 


of Grace Ventures, have formed a $31 million 
venture capital limited partnership—Grace 
Ventures Partnership I (GVP Il). Other investors 
include industrial concerns and leading banks 
headquartered in Belgium, Japan, Germany, 
Canada, Switzerland, Luxembourg and the 
U.S., as well as three other venture capital 


funds. GVP II will invest in technology-intensive, 


high-growth, start-up companies. The new 
partnership increases capital under man- 


agement by Grace Ventures to over $60 mil- 
lion. Grace Ventures’ current portfolio of 34 
companies covers a broad spectrum of busi- 
nesses, including telecommunications, appli- 
cation-specific semiconductors, medical 
technology and services, biotechnology and 
industrial control devices. 


Grace will realize a first-quarter 1988 
pre-tax gain of nearly $18 million on the 
sale of its 25% interest in Home Quarters 
Warehouse, Inc. to Hechinger Company. In 
1986, Grace sold Home Quarters to a man- 
agement investor group and purchased a 
minority position in the home improvement 
center chain in order to benefit from its growth 
potential without a significant capital com- 
mitment. This objective has been achieved. 


A new Office of Environmental Policy, 
headed by The Honorable Hugh L. 
Carey, former Governor of New York, 
seven-term U.S. Congressman, and newly 
elected Executive Vice President of Grace, 
was established in December to coordinate 
environmental policy issues and related 
legislative and regulatory activities. 


He WALL STREET JOURNAL. 


FRIDAY, DECEMBER 4, 1987 


Ex-New York Gov. Carey 
Gets Post at W.R. Grace 


By a WALL STREET JOURNAL Staff Reportey 
NEW YORK—W.R. Grace Co. named 
Hugh L. Carey, former New York gover- 
nor, an executive vice president and 
head of the company’s new office of en-, 
vironmental policy. { 
Mr. Carey's knowledge of govern- | 
ment and business will “‘be of tremen-/ 
dous benefit,’ said J. Peter Grace, 
chairman of the chemicals company, 
Mr. Carey, 68 years old, said that as, 
governor from 1974 to 10°°==".we~eay. 
ily involved in en 


PS kaseay “lm 


Grace boosted its research and devel- 
opment expenditures to $107 million in 
1987 a 14% increase over the 1986 level. In 
addition to extension of specialty chemical 
product lines that Grace has produced for 
more than 30 years, research projects include 
studies in biosystems, pollution control cata- 
lysts, ceramics, and separations science. 


In November, Grace common stock 
trading privileges on the Amsterdam 
Stock Exchange were expanded. Grace has 
been listed in Amsterdam since 1963. 


In September, the Company issued 
$150 million of 614% Convertible Subordinate 
Debentures due 2002, convertible into 
Grace common stock at a conversion price 


of $42.125 per share. 


ty Chemicals 


Davison Chemical, the recognized 
leader in octane-enhancing catalysts, 
introduced the new XP catalyst. Holding 
promise as the next generation of fluid crack- 
ing catalysts, XP combines improved bottoms 
cutting with octane-enhancing properties. 
Customer trials of XP experimental grades, 
now being produced at a Cincinnati pilot 
plant, are being promoted worldwide. Full- 
scale production is planned for Davison’s 
lake Charles, Louisiana plant. Refiners use 
petroleum fluid cracking catalysts to produce 
specific grades of gasoline and other fuels 
from crude oil. 


Dearborn Division dedicated a new 

$6 million water treatment research 
facility in Lake Zurich, Illinois. Staffed 
with more than 50 research specialists from 
around the globe, the new research center 
will support Grace's worldwide water treat- 
ment business, developing products and offer- 
ing technical services for boiler and cooling 
water systems, wastewater treatment systems, 
fuel additives, paper processing, transporta- 
tion coolant systems and other water and 
energy-related applications. Grace's world- 
wide water treatment business had sales in 
1987 of $148 million. 


Grace is building an $8 millionresearch 
center in Atsugi, Japan, 60 kilometers 
south of Tokyo, to capitalize on global oppor- 
tunities created by Japanese technology. 
With completion slated for the third quarter 
of 1988, research at the new facility will focus 
on Japan's growing strengths on the frontiers 
of science. In support of Grace's worldwide 
specialty chemicals business, initial research 
will cover polymer and electronic materials, 
membranes and construction specialties. 


In November 1987 Grace opened its 
first specialty chemicals plant in Shang- 
hai. Operated by Grace China Ltd., one of 

the first wholly foreign-owned companies es- 
tablished in the People’s Republic of China, 
the plant will manufacture up to 600 tons an- 
nually of can sealing compounds for China's 
burgeoning food and beverage industry. 


Participants at the inauguration of Grace's first enter- 
prise in China: (/ to r) Charles C. Chang, General 
Manager-Grace China Ltd., J, Peter Grace, Chairman, 
W.R. Grace & Co., Wang Wenzhe, Vice Minister—Min 
istry of Light Industry, Lu Guo-Xian, Director Shanghai 
Foreign Economic Relations and Trade Commission, and 
William M. Kinch, President- Grace China Ltd. 


A pioneer in emission control, Grace 
acquired two new technologies to meet 
stricter standards for automotive and station- 
ary source pollution control. Davison is utiliz- 
ing metal monolith technology acquired from 
Camet, Inc. to develop advanced emission 
control catalytic systems for automobiles and 
for gas turbines and other cogeneration facil- 
ities. Also, the TEC Systems unit of Polyfibron 
Division is selling the Katec thermal incinera- 
tion process—the world’s leading thermal 
emission control technology for the graphic 
arts industry—under exclusive U.S. license 
from Betz GmbH. 


Cryovac multilayer films are fast becom- 
ing world leaders in high-performance 
packaging. More environmentally acceptable 
than PVC films, Cryovac multilayer films pro- 
vide exceptional clarity, gloss and strength 
for outstanding consumer packages. Their 
mechanical properties are especially well- 
suited for high-speed automated packaging 
machines. Unique microperforated grades 
are ideal for packaging pizza, bakery goods 
and fresh produce. Stretch/shrink film, com- 
bining elasticity with heat shrinkability, is 
widely used to produce tightly sealed con- 
sumer packages of meat and poultry that 
can be centrally prepared and distributed 
fresh to supermarkets. 


Amicon, the world leader in laboratory- 
scale ultrafiltration devices, has entered 
the industrial market for ultrafiltration and 
chromatographic separations. The April 
acquisition of the Membrane Systems Unit of 
Dorr-Oliver, Inc., which specializes in large- 
scale, heavy-duty membrane separation 
systems, complements Amicon’s expertise in 
ultrafiltration and separations science for 
the laboratory, pharmaceutical and biotech- 
nology markets. 


Chomerics' technologically advanced 
EMI shielding gaskets have now been 
adapted to the consumer electronics market. 
The Cho-Seal 1000 series of low-cost, silver- 
filled elastomers offers significant perfor- 
mance advantages previously out of reach to 
designers of commercial electronics equip- 
ment. The sophisticated electromagnetic 
interference (EMI) shielding devices in which 
Chomerics specializes have traditionally 
been marketed principally to the aerospace 
and high-tech electronics industries 


Grace sold nearly five billion automo- 
tive battery separators worldwide in 
1987 Sales of Daramic battery separators 
increased by 14.5% over 1986 with rapid 
growth reported in both Europe and Japan. 
Grace, the leading international supplier of 
battery separators, pioneered the develop- 


ment of the Daramic plastic separators that 
are key to maintenance-free automobile 
batteries. 


Grace was awarded a $3 million 
contract to supply concrete admixtures for 
construction of the Europe-Asia Highway, 
which includes Turkey's new steel-structured 
Bosphorus Bridge. The Europe-Asia High- 
way—one of the largest infrastructure projects 
ever undertaken—will require a concrete 
volume in excess of four million cubic meters 
and will span 2,000 kilometers, from Turkey's 
northwestern border with Bulgaria to its 
southeastern frontier with Iraq. 


Teroson UK was named exclusive 
supplier of acoustic components for Austin- 
Rover Group's new mid-sized car. Austin-Rover 
Group, Britain's largest automobile manu- 
facturer, specified top-of-the-line acoustic 
refinements, handling and ride for the new 
model, code named R8. In competition with 
another supplier, leroson won a compre- 
hensive five-week technical trial that 
included work in anechoic acoustic cham- 
bers and track-testing of heavily disguised 
prototype vehicles. Teroson’s acoustic treat- 
ment package, based on polyurethane reac- 
tion injection-molded foam technology, met 
both acoustic refinement and cost criteria, 
and additionally provided a weight saving 
of 25% compared with the target criterion. 


Davison is manufacturing research 
quantities of superconducting metal 
oxide powder that may revolutionize 

the cost and use of electrical energy. The 
powder, based on a proprietary process 
developed at Grace's Washington Research 


Center, is converted to a ceramic material 
capable of conducting electricity with virtu- 
ally no resistance and attendant energy 
loss when cooled with liquid nitrogen. The 
compound, known as 1-2-3 powder, consists 
of yttrium, barium and copper oxide. 


The Natural sto Group is poised 
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its operating units. |r Fab vy 1987 ¢ 
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International 


Grace Equipment Co. posted record 
sales in 1987, up 20% from the prior year 
Expanding its geograph 
Equipment ac dded its first fac lity 
the California market with four 
\uisition of 
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Colowyo Coal Company mined 3.5 
million tons of low-sulfur coal during 
I987.C 
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Colowyo was singled out by the Colo- 
rado Mining Association for its 1987 Large 
Surface vard. akan Oy 
783, 1984, 
and 1985 and received honc ite mention 
in 1986.The award was basex 
d of 
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sound plans 
ana techniques to satisfy permitting and 


application of environmentally 


reclamation needs. 


Increased emphasis on job safety paid 
off for Grace Offshore, where the number of 
lost-time accidents per 200,000 man-hours 

»d was 75 
ny 198 i 


worke 6 below the industry average 


Bekaert Textiles, N.V., Europe's leading 
supplier of damask upholstery and 
mattress tic ang fabrics, continues to make 
inroads in the North American market. Sales 
of mattress ticking to Sealy and other North 
American bedding manufacturers increased 
significantly in 1987 Expansion of Bekaert's 
U.S. market was also aided 

f furniture upho yIster y 


presence in tk 


by parr al 
fak 


and American of Wartneville 


Grace and S.& W.Berisford PLC, a 
British food and commodity trading 
group, combined their cocoa bean 
processing businesses in January 1988. The 
partnership, Grace Cocoa, representing 


He inal _ Jennifer Convertibles 


olowyo,a 50/50 partnership of Grace 


the world's leading supplier of cocoa and 
chocolate products to the baking, confec 
tionary and dairy industries, is 75% owned 
by Grace and 25% owned by Berisford. 
The new Grace-managed enterprise will 
have estimated annual sales of more than 


$700 million. 


Baker & Taylor (B&T),a worldwide 
distributor of information and entertain- 
ment products, has restructured to better 
serve three strategic markets. B&T's three new 
operating units include Baker & Taylor Books, 
the nation’s leading wholesaler of books; 
Boker & Taylor Video, the second largest dis- 
tributor of audio and videocassettes in the 
country; and SoftKat, Inc., the nation's leading 
educational software distributor. 


Two successfully cloned female calves 
were born September 8 at the University of 
Wisconsin as a result of a joint research proj- 
ect sponsored by Grace's American Breeders 
Service (ABS) and Research Divisions . In ad- 
dition to cloning, ABS is pursuing a number 
of other research projects such as semen sex 
pre-determination, gene transfer and growth 
hormones 


Agracetus has obtained exclusive 
international rights to technology for a 
recombinant insecticidal gene that may be 
an effective alternative to chemical pesti- 
cides. Cotton and corn are two mayor crops 
targeted to receive the new gene 


$ Millions 


Sales 


1987 
$2,793.6 


Operating Income AfterTaxes 213.1 


Employees 


Sales by Industry 
Packaging 
Energy & Transportation 
Construction 
General Industry 
Graphic Arts 
Chemical Intermediates 
Water Treatment 
Electronics 


Total 


23,500 


$1,081.1 
497.3 
369.1 
249.5 
164.9 
158.1 
147.5 
126.1 
$2,793.6 


1986 
$2,491.6 
191.3 
22,900 


$ 936.6 
450.4 
Bot ul 
239.1 
142.9 
134.6 
141.1 
109.8 

$2,491.6 


Specialty Chemicals—Grace Specialty Chemicals Co. (GSC), 

the world’s largest specialty chemicals business, bases its 
leading position on a tradition of technologically superior prod- 
ucts and services, geared specifically to the needs of individual 
customers in a broad range of industrial markets. 


What is Grace Specialty Chemicals? 
Grace Specialty Chemicals Co. is the 
world's largest, broadest-based specialty 
chemicals business. Sales approaching 

$3 billion are derived from 90 different 
product lines serving eight major markets. 

It is an international company with more 
than 23,000 employees, manufacturing 
operations in 25 countries and sales offices 
in another 17 Approximately 48% of our 
sales are made outside the United States. For 
management purposes, Grace Specialty 
Chemicals is organized into 13 decentral- 
ized operating divisions that have responsi- 
bility for product lines on a geographical 
basis. 

Within a division, individual business units 
operate in a decentralized mode with each 
having Its own marketing, manufacturing 
and product development capabilities ser- 
vicing its particular industrial market. This 
approach makes it possible to maintain 
close contact with customers and have the 
detailed knowledge of industry and 
market trends that is essential in a specialty 
business. 


Which are your top performers? 
Flexible packaging, sold worldwide under 
the Cryovac trade name, is the largest single 
product group within Grace Specialty 
Chemicals. Around the world, these prod- 
ucts showed significant volume growth in 
1987 compared with 1986. Particularly 
noteworthy is the market position being built 
by our multilayer shrink films for both food 
and industrial goods packaging. The pro- 
prietary process used to make these films 
allows several plastic materials to be com- 
bined to provide a range of desirable prop- 
erties. In Europe, increasing amounts of 
microperforated films (another Cryovac 
development) are being used for packing 
bread, citrus fruit and other fresh produce. 
Specialized packaging helps deliver the 
kind of quality product today's consumer 
demands. Sophisticated producers pay a 
premium for high performance and are 
increasingly turning to Grace to develop 
innovative packaging systems. 

The automotive specialties product 


Robert W. Samuels, fxecutive Vice 


President, Gra 


ce Specialty Chemic 


group was another key contributor to 
growth in 1987 Included in this category are 
Daramic battery separators, the leading 
polymeric separator that makes possible 
the long-life, maintenance-free automobile 
battery. While this type of battery has been 
popular for some years in the United States, 
it is now becoming standard in world mar- 
kets. Grace manufactures battery separa- 
tors in the United States, Europe and South 
America. On an export basis, we supply 
battery separators to Australia, Japan 

and Korea. 

Other product groups where we feel that 
superior results achieved in 1987 bode well 
for the future include Polyfibron and Rollin 
graphic arts supplies and TEC Systems drying 
equipment, Darex concrete chemicals, 
Hampshire chemical intermediates and 
Dearborn water treatment chemicals. In 
separations science, we are pleased with 
the continuing growth of Amicon products 
and believe we are well-positioned to serve 
the developing biotechnology market. 


Q What separates Grace Specialty 


Chemicals from the competition? 

The strength of Grace Specialty Chemicals 
stems from its deeply rooted orientation to 
markets and customer needs. The focus is 
on profitable niches, not size; and there are 
four key characteristics that have served us 
well as a supplier of specialty chemicals 
and materials for over 30 years. 

The first is that we sell more than just our 
products—we offer complete systems to 
enable our customers to make the best use 
of the products we make. Cryovac packag 
ing machinery and Darex container sealing 
compound application equipment are 
examples of this total systems approach. 

The second hallmark is that our people 
have in-depth knowledge of markets and 
customers and can provide strong technical 
service and support. 

Thirdly, we are organized to sell and 
service products in all developed and 
emerging markets of the world wherever 
and whenever our customers have a need 

Fourth, we are supported by whatever 
research and development is necessary to 


Cryovac film laminates are used on high-speed pack 
aging machines to protect the quality of meat and 


poultry products 


>O 


renew, improve and extend our products to 
meet changing market needs or to seize 
new opportunities. 

It is the combination of these four quali- 


ties that distinguishes Grace Specialty Q 


Chemicals from the competition. 


Did Grace's corporate restructuring 
have an effect on specialty chemicals? 
Primarily, the corporate restructuring reem- 
phasized Grace Specialty Chemicals as the 
core business of W.R. Grace & Co. Opera- 
tions have benefited from the streamlining 
of corporate activities and increased 
decentralization, leading to greater effi- 
ciency and higher productivity. Internally, 
Grace Specialty Chemicals has always 
received the funding and support from cor- 
porate management to pursue its business 
objectives, but with the restructuring, our 
operations have become more visible to 
our outside constituencies. 


What areas were expanded in 1987? 
Grace Specialty Chemicals Co. invested 
$184 million to support and expand our 
business in 1987 As you might expect, 
approximately 32% of this money went into 
packaging products, with expansions 
announced for lowa Park, Texas, Argentina, 
Japan, Australia and several European 
locations. Noteworthy investments were also 
made in research and development facili- 
ties, including a new research center in 
Atsugi, Japan, and an expansion of the 


Senior Vice Presidents, Specialty Chemicals: (left to right) Donald H. Kohnken, J. Murfree Butler, Carl W.Lorentzen 


Packaging Development Center in Passirana, 
Italy. Cracking catalyst capacity was also 
expanded in Worms, West Germany. 


Does GSC plan to grow its businesses 
in the years ahead? 


A |n a diverse business like Grace Specialty 


Chemicals, each product line has its own 
strategy built from the ground up by product 
line management to address the challenges 
and opportunities of the local market. These 
strategies may differ widely from place to 
place. Overall, Grace Specialty Chemicals 
has had a consistent record of growth for 
more than 30 years. Our objective is to 
maintain this performance in the future and 
to grow within the definition of a quality 
business mix, i.e., offering differentiated 
specialty products and services. 

One major contributor to future growth 
will be the development of new products 
that enable us to extend our services into 
new market segments. For example, high- 
temperature-resistant cook-in bags open 
new applications for Cryovac around the 
world. The development of the Newsflex pro- 
cess for flexographic printing of newspa- 
pers complements our established lLetterflex 
p 
ing division has a research and develop- 
ment function devoted to searching out new 
opportunities for extending product lines 
and keeping all products up to date in 
meeting changing performance standards. 

Another opportunity for growth will be 


astic printing plate business. Each operat- A 


to join in the economic expansion of less 
developed countries. In addition, we are 
constantly searching for opportunities to 
acquire companies that complement or 
extend our product lines or perhaps bring 
new technologies that can be introduced 
throughout our organization. In the course 
of 1987 we completed five such acquisi 
tions. While none of them will have a large 
impact individually, cumulatively they are a 
significant addition to our specialty chemi- 
cals portfolio. 

Finally, in cooperation with Grace's Wash- 
ington Research Center, we are investing ina 
number of new projects which we expect 
will lead us into new areas of technology. 
For example, in separations science, the 
Amicon Division is developing new membrane 
filtration systems and chromatography 
products that may play a vital role in the 
emerging biotechnology industry. 

This multifaceted approach to growth 
has served Grace Specialty Chemicals 
well in the past. It will continue to do so in 
the future. 


What about developments in the 

Far East? 

Several significant steps were taken in 1987 
to increase our participation in the growing 
economies of Asia. The first of these was the 
establishment of Grace China Ltd. and the 
opening of our new plant in Shanghai. The 
first products to be manufactured by Grace 
Specialty Chemicals in China will be can 


sealing compounds, which are exceedingly 
important to the development of the Chinese 
food industry; but we intend to expand 
the range of products as quickly as 
Chinese markets develop. 

The second step was the creation of 
the new Japan Chemicals Division. While a 
subsidiary, Grace Japan K.K., has been 
operating in Japan since 1960, the size and 


close to the end-user as is practical. This 
small business atmosphere is fostered 
within the discipline of a detailed planning 
and financial control system which empha- 
sizes the achievement of targeted sales, 
profits and returns. 


Q What is GSC doing to protect the 


environment? 


potential of the Japanese economy and the A First of all, we have an ongoing Environmen- 


scope of our own activities, which include 
five joint ventures, worrant the management 
attention of an operating division dedi- 
cated to Japan. 

In 1987, Grace Specialty Chemicals 
opened a plant in Taiwan and established 
an operating subsidiary in Korea. These 
new operations, plus established busi- 
nesses in the Philippines, Hong Kong, 
Malaysia, Indonesia, Thailand and Singa- 
pore, give us a strong presence throughout 
Southeast Asia. 


Q In view of its extensive international 


operations, has Grace Specialty 
Chemicals been affected by fluctua- 
tions in the value of the dollar? 


A As long as currency fluctuations do not 


bring on rapid inflation or a severe world- 
wide recession, our business is not greatly 
impacted by the relative value of the dollar. 
Since the 1981-1982 period, we have been 
through a full cycle during which year-to- 
year comparisons were first damaged by a 
strengthening dollar and later benefited as 
the dollar weakened. In 1987 the average 
exchange rates in the mix of currencies 
important to our business were at levels 
comparable to five years earlier. When 
compared to 1986, the 1987 results bene- 


tal, Health and Safety Program to insure 
that all Grace Specialty Chemicals plants 
operate in compliance with applicable reg- 
ulations, and that steps are taken to reduce 
hazardous exposure and to protect our 
employees, neighbors, customers and the 
environment. Approximately 100 people 
are involved in this program and, during 
1987 Grace Specialty Chemicals spent 
over $50 million for environmental-related 
activities. 

Secondly, we have several important 
businesses directed at reducing environ- 
mental emissions. Historically, Davison auto 
exhaust catalysts have been the most 
important example. However, during 1987, 
Davison acquired additional technology 
known as Camet to broaden their partici- 
pation in catalytic reduction of air pollu- 
tion; and the Polyfibron Division licensed 
technology for incinerating solvents that 
evaporate when various coatings or print- 
ing inks are dried. Polyfibron's TEC Systems 
unit uses this technology in nonpolluting 
dryers it markets to the graphic arts indus- 
try. The Dearborn Division is involved with 
wastewater treatment and has developed 
technology to purify wastewater discharges 
from industrial plants around the world. 


Q What is Grace Specialty Chemicals’ 
greatest strength? 

A Our greatest strength is the position we 
have developed over the years as the rec- 
ognized market leader; and our customers 
count on us as the source for continuing 


fited by about 6% as a result of the weaker 
dollar in relation to major currencies. 


Q How independent or entrepreneurial 
are your division managers? 
A Within the highly diversified structure of 


Grace Specialty Chemicals, which empha- 
sizes product line management within an 
operating division, it is the product line 
manager who must meet the inherent chal- 
lenges of our business. Managers are both 
entrepreneurial and innovative in develop- 
ing their business in whatever way best 
serves the customer. While the underlying 
technology may be the same, individual 
products are tailored for local needs or 
applications and local raw materials. Sales 
and service people are expert in the needs 
of their particular customers and can deal 
with them in terms of the local culture and 
national language. Manufacturing is as 


innovation in solving problems and bring- 
ing new products to market. Our leadership 
position is attributed to the commitment of 
our people. Unlike commodities, specialty 
products and services is a people-intensive 
business. The breadth and depth of experi- 
ence in our organization is a resource 
which cannot be duplicated. In this regard, 
we are able to develop and motivate top 
people because of our decentralized 
operating mode. This environment encour- 
ages entrepreneurship and initiative, and 
people identify closely with their business 
operation. 


$ Milhons 1987 1986 
Sales $388.2 $337.9 
Operating Income (Loss)* 22.4 (23.99) 
Employees 4,200 3,100 
Sales by Industry 
Energy Services $188.0 $147.2 
Other Service Businesses 112.7 98.5 


87.5 C22 
$388.2 $337.9 


Natural Gas & Petroleum 
Total 


“Alter Taxes 


Natural Resources—The two primary businesses of Grace's 
Natural Resources Group (NRG) are energy production and energy 
services. Production includes natural gas, crude oil and coal, while 
energy services encompass contract drilling, offshore workover 
and completion services and oil field tool rentals. 


Q What comprises the Natural 


Resources Group? 

A The Natural Resources Group is composed 
of eight operating units, five of which are 
closely related to energy—oil, gas and 
coal—and energy services. Grace 
Petroleum Corporation is primarily a natural 
gas exploration, development and produc- 
tion company. Colowyo Coal Company 
§0%-owned, is a low-sulfur coal producer 
supplying electric utilities. Grace Drilling 

“ompany is the largest onshore drilling con- 
tractor in the U.S. Homco International, Inc. is 
a major supplier of oil field tool rentals and 
oil field pipe retrieval services. Grace Off 
shore Company is a major supplier of 
workover, completion and drilling services 
in the Gulf of Mexico. 


Q How would you describe NRG’s 


working environment? 

A Ours is an entrepreneurial culture. The 
operating units have wide latitude as long 
as agreed upon financial objectives are 
met. Within this context, our strength lies in 
experienced operating management and 
strong market positions. 


Q Whatare the prospects for arise in 


oil and gas prices near-term or later? 

A Barring a worldwide economic recession or 
a mgjor change in the military balance in 
the Persian Gulf, we expect OPEC to keep 
oil prices flat in real terms through 1990, 
with prices increasing faster than inflation 
thereafter. In contrast, natural gas prices 
probably will surge in the next two years as 
the U.S. gas supply tightens. 


Q What strategies has Natural 


Resources employed to survive the 
“gas bubble’? 

A The “gas bubble’’— an oversupply condi- 
tion which has weakened pricing—has 
adversely affected Grace Petroleum, prin- 
cipally a gas producer, as well as our 
energy service businesses—Grace Drilling, 
Homco and Grace Offshore—which are 
negatively impacted by the dearth of gas 
drilling. In addition to massive cost reduc- 
tion efforts, Grace Petroleum has vigorously 
enforced its long-term sales contracts, shut 


ce President 


Donald E. Grimm, Executive ¥ 
Natural Resource 


in fields when spot market gas prices 
dropped below acceptable levels and sold 
marginal producing properties. 


How do you maintain esprit de corps 
in the Natural Resources Group? 
Despite depressed conditions in the oil 
patch, esprit de corps is high in the Group. 
Unit managers have achieved this by (1) 
creating an environment w here constructive 
change is actively sought and encouraged, 
and (2) taking actions to improve market 
and competitive positions 


Why did Grace trade aninterest in 
Grace Drilling Company to increase 
its rigs? 

By acquiring Brinkerhoff-Signal and 
Dixilyn-Field assets, Grace Drilling achieved 
significant economies in overhead and 
purchasing while expanding its geographi 
cal coverage to include Alaska, California 
and south and west Texas. This was achieved 
without any cash outlays 


Will the Clean Air Act amendments 
impact the coal business? 

The impact of any future Clean Air Act 
amendments will depend on the final legis 
lation. So-called “acid rain legislation” to 
reduce sulfur dioxide and nitrous oxide 
emissions from coal-fired plants should, in 
principle, stimulate demand for low sulfur 
coals such as our Colowyo coal, which ha: 
a lower sulfur content than the standards 
now under consideration 


How do you help the communities 
where you operate? 
While our community service activities 
have been scaled back in line with our 
reduced business and employment, the 
units continue to be active participants 

in their communities. For example, Grace 
Petroleum in Oklahoma © ity has ac lopted 
a middle school (7th and 8th graders) 
through a ‘'Partners in Education” program 
that provides both financial and staff sup 
port to a school whose enrollment is 50% 
minority. In Colorado, Colowyo assisted the 
town of Hayden in exten ling its airport 
runway to accommodate commercial jets 

A Grace Drilling crew prepares to connect a 30-lool 


length of drill pipe during drilling operations in east 


ern Montana 


$ Millions 1987 
Sales $1,333.6 
Operating Income After Taxes 32.1 
Employees _ kia 
Sales by Industry 
Distribution — $ 642.8 
~ Cocoa Products 432.1 
Specialty Agriculture 167.8 
Specialty Textiles 90.9 
Total $1,333.6 


1986 
$896.2 
229 
5,300 


$368. | 
419.5 
31.0 
77.6 
$896.2 


General Business—Grace's General Business Group (GBG) con- 
sists of selected manufacturing and service businesses focused in 
four areas—distribution, cocoa processing, specialty agriculture 
and specialty textiles. Each of the Group's operating units is a 
market leader, having achieved a niche position based on unique 
strengths and specialized technologies. 


How would you describe the General 
Business Group? 


A Perhaps the best way to describe GBG is to 


call it Grace's ‘Other Specialty’ Group 
With annual sales of $1.3 billion, it is a 
unique group of specialty niche businesses, 
each of which is a market leader led by a 
competent, experienced management 
team.Through Baker & Taylor, we are the 
leader in library book distribution and hold 
the number two slot in U.S. videotape distri- 
bution; we hold the top position in interme- 
diate chocolate products manufacturing in 
the U.S. through Ambrosia; and are first in 
the world in the production of high-quality 
cocoa butter and powder through De 

Zaan. Also, Bekaert Textiles leads in the pro 
duction of damask mattress ticking fabrics 
in Europe. Finally, American Breeders Service 
is the recognized world leader in artificial 
insemination of dairy cattle 


What is the General Business Group’s 
strategic plan for the next 2-3 years? 
Growth is the key element in the Group's 
strategy. Through continued encourage- 
ment of well-formulated growth programs, 
we intend to capitalize on each unit's 
strengths and market leadership to expand 
activities. Recently, for example, De Zaan 
became an equity partner and operating 
manager of a cocoa processing facility in 
the lvory Coast, the world’s largest grower 
of cocoa beans. In 1987 we accelerated 
funding for a series of long-range R&D 
projects for American Breeders Service 
dealing with cloning, biotechnological 
gene stimulation and sex pre-determina- 
tion. And we will continue to build upon our 
distribution network and expertise to grow 
and expand Baker & Taylor. We're excited 
about the potential opportunities for each 
of the General Business Group units 


What effects did Grace's corporate 
restructuring have on GBG? 

Grace's restructuring created a greater 
stimulus for the General Business Group's 


< Gerald G. Garbacz, Executive Vice President 


General Business 


units to accelerate their growth programs 
The streamlining of Grace's corporate 
structure, along with an emphasis at the 
Group level to eliminate marginally produc 
tive activities, has given unit managers an 
increased sense of responsibility and 
freedom of action 


How does the Group plan to fund its 
capital expansion programs? 

The General Business Group expects to be 
able to fund its capital expenditures 
through its own cash flow and to spin off 
approximately $20 million annually to the 
Corporation after capital expenditures and 
working capital needs 


How would you describe GBG's 
operating climate? 


A Our culture is one of decentralized 


entrepreneurial stimulation, coupled with 
Group support in the areas of manage- 
ment development, financial analysis and 
strategic planning. We are attempting to 
create a culture in which every one of our 
employees can achieve his or her full 
potential. 


What is the status of expansion 
moves in the cocoa business? 


A In January 1988, the Cocoa Products Division 


completed a business combination with 

S. & W. Berisford’s Netherlands and West 
German cocoa processing units, creating 
Grace Cocoa, the world’s largest processor 
of cocoa beans. Also, De Zaan has com- 
pleted an agreement to assume operating 
responsibility and become a minority 
shareholder in a 30,000 metric ton cocoa 
processing plant in the lvory Coast 


How do you accommodate price 
fluctuations in cocoa beans? 

Our cocoa activities basically add value to 
cocoa beans through the creation of spe- 
cialty and proprietary intermediate prod- 
ucts for food product firms. Consequently, 
the cost of raw materials plus an add-on 
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margin for our services is passed on to cus- Q What are the commercial prospects 
tomers. In those instances where customers for cattle cloning research? 

require long-term commitments, our trading A Research conducted jointly by American 
experts are able to reduce Grace's risk Breeders Service and Grace's corporate 
through hedging mechanisms. Also, the research organization to utilize cloning as 
flexibility of Grace's cocoa processing a means of producing a large number of 
plants allows us to take advantage of raw superior cows still faces a series of critical 
material buying opportunities that milestones, and is not expected to be 
periodically arise in the marketplace. commercially available until 1995 or later. 


Based on current expectations of progress, 


however, other research projects presently 
underway utilizing biotechnology may 
offer commercial payouts in the early 
1990s. 


Q What has taken place at Baker & 
Taylor to integrate the new video- 
cassette and software businesses? 

A The two videocassette distributors Baker & 
Taylor (B&T) acquired in the third and fourth 
quarters of 1986 were consolidated during Q Has Agracetus research been 
1987 Several management changes have successful? 
strengthened the combined video entity so A Agracetus is engaged in basic research, 
that it is better positioned to respond to a and it is too early to predict how and when 
dynamic marketplace. SoftKat, B&T's soft- the research will pay off. However, the 
ware distributor, experienced nearly 50% General Business Group’s participation in 
growth in sales over 1986, with approxi- a number of specialty agricultural markets 
mately one-third of the increase resulting 
from a contract to supply software to the capitalize on any successes Agracetus 

achieves. 


places the Group in an excellent position to 


staff managers to insure that everyone has 
the opportunity to participate in the 
development of Group policies. We also 
work to develop the right kinds of incentive 
programs to motivate our personnel. 


Q What are GBG's community service 


activities? 


A Throughout the organization General 


Business Group managers are encouraged 
to be active citizens in their communities. 
Each General Business Group unit supports 
a variety of local charities. For example, 
Baker & Taylor made generous contribu- 
tions to an expansion of the Somerset (New 
Jersey) Medical Center. Dr. Bob Walton, 
President of American Breeders Service, is 
past Chairman of the Dane County 
(Wisconsin) United Way. In Greenville, 
South Carolina, Grace Distribution Services 
has helped support, through both 
employee and financial participation, the 
area's Special Olympics program. 


Armed Forces. 


Q What is your managerial style? 


A The very nature and variety of businesses 


Q As B&T expands into international Q What effect did the sale of the within the Group creates an environment of 


markets, what adjustments in mar- 
keting strategy must be made? 


consumer businesses have on Grace 
Distribution Services ? 


A In distributing U.S. books internationally, the A The sale of Grace's consumer businesses 


lines of distribution are elongated and 
involve the complexities of tariffs, foreign 
monetary exchanges and often language 
differences. Therefore, Baker & Taylor has 
placed particular emphasis on finding 


ways to shortcut the inevitable delays asso- 


ciated with the international marketplace. 


In late 1986, B&T acquired Feffer & Simons, a 
well-established international book distrib- 


utor. Feffer & Simons’ sales network and 
international experience allowed B&T to 


more than triple the number of books sold 


internationally in 1987 


Q How does Bekaert Textiles plan to 
expand? 
A Since Bekaert already enjoys the largest 


market share worldwide in damask pattern 


mattress ticking, greater emphasis has 


been placed on expanding Bekaert's dam- 


ask product lines in upholstery, drapery 
and wall coverings. Additionally, Bekaert 


has successfully developed damask prod- 


ucts for outdoor furniture and vertical 


window-covering markets. Sales to the pre- 


mium end of the U.S. mattress ticking 
market have been increased by providing 
greater technical assistance. 


had little impact on Grace Distribution 
Services (GDS). GDS has been able to 
retain customers for most of the specialized 
services it performed for Grace's consumer 
units prior to divestiture. In recent years, 


independence for our management teams. 
Coupled with this is each unit's long- 
standing relationship with Grace. Corpo- 
rate management has confidence in our 
managers knowledge of individual market 
environments and supports independent 
decision-making. 


largely due to severe price cutting resulting Q Do you foresee new areas of growth 


from the deregulation of the trucking indus- 
try, GDS has placed strategic emphasis 

on developing its specialized tanker fleet 
and has chosen to de-emphasize its 

van business. 


Q Is there a formula for managing such 


a diverse and geographically 
scattered collection of businesses? 


A We need to recognize that each business 


and each country has its own unique cul- 
ture. Therefore, we have to be good listen- 
ers and understand why standardized 
practices may not be appropriate for a 
particular situation. We have to be imagi- 
native and responsive to unique circum- 
stances. Also, we need to be effective 
communicators. One of the key responsi- 
bilities that the General Business Group 
management team has assumed is a con- 
scious effort to improve communications. 
We hold quarterly meetings of the General 
Business Group unit presidents and group 


for the General Business Group? 


A The addition of agricultural specialty units 


opened up several opportunities for the 
General Business Group. The emergence of 
software and video and audiocassettes as 
informational products, complementary to 
Baker & Taylor's traditional book distribu- 
tion activity, has created the opportunity to 
establish an international business distribut- 
ing a full range of informational products. 
As a result of the deregulation of the truck- 
ing industry, Grace Distribution Services can 
better merchandise its specialized skills. 
With the knowledge, abilities and reputa- 
tion Grace has in the cocoa industry, 
opportunities exist for expansion into high- 
margin specialty market niches. The oppor- 
tunities are there, and we will pursue them 
aggressively, 


Corporate Investments 


The entrepreneur 11 spirit that powers 
Grace has led to selected inves tments in 


1s well 1s venture 


of tecn 


the field of health care 
capital commitments in a number 
nology-intensive ftart-up 
corporate investments provide an entree 
to advanced tecnnc log es that will serve 


Grace into the 1990s and beyond 


Health Care 


What investments has Grace made in 
the field of health care? 
The most sianificant i Ur GO. 
National M 


the leading U.S. provider of kid 


services and products and one of the 
int 


ave also invested in |AG 


laraest sit n therapy 


market. We | 


splier to the 


Pharmaceuticals, a marketer of saphisti 


cated generic drugs, and there is a small 


interest in Symbion, a medical technology 


firm dedicated to the creation of artificia 


ygans. In addition CL 
supplies the medical and biote: hnologica 
fields with ultrafiltration devi 
are pursuing prox ' 
biomedical devices such a 


pancreas 


es,and we 


research ir 
the artiticia 


Dr. Constantine L. Hampers, ~hairman and CE! 


na 


i Mpanes These 


Q Whatis the strategic thinking behind 


A 


these investments? 
The strategy to enter the health care field 


involves the following factor 


The ‘graying ¢ t America Those people 
aged 65 or older currently represent about 
12% of the population and 30% to 40% of 
total expenditures on health care. Since the 
fastest growing segment of the population 
accounts for the highest per capita expen- 
diture on health care, this indi istry has 


great potential for ar wth in the foresee- 


able t ture 


served 


Most health care markets are 


by proprietary, high value-added products. 


compatible with Grace 


s busir es 


high profit margins and research and 


Health care is 


y chemica 


not only in its 


development orientation, but also in 


f 


some 


technologies 9 example. much Grace's 


research in the area of itions science 


epart 
has applicability to National Medical 

The 

+r technologies. 


ef tx 
Chemicals 


Cares d YS! ind odlooad therapies 


Hypol, produced by the Organic 
Division, is a bioc ompatible material with 
many applications, including artificial 
research 


organ development and Amicons 


in immunodiagnostics. 


Why did Grace increase its owner- 
ship of National Medical Care? 
National Me 


»dical Care is a premier com- 


pany. It has excellent management that 


Dr. Christian F. Horn, President! 


Grace Ventures rt 


knows how to work effectively in a govern- 
ment-requlated environment. National 
Medical Care has the ability to provide 
cost-effective services while maintaining 

the quality of the health care it provides. In 
addition, its market leadership in dialysis 
services, medical products and home health 
care offers excellent growth opportunities. 


Does Grace have plans for future 
health care investments? 

We plan to build upon what we currently 
have, as well as in compatible areas 

that draw upon our leading position in 
specialty chemicals. The combination of 
National Medical Care and our other 
health care investments has established a 
solid basis for future expansion in this 
business. It is expected that health care 
activities will contribute roughly 10% of 
total operating earnings in 1988. 


Venture Capital 


What is Grace's venture capital 
strategy? 

Grace's venture capital investments unlock 
a powerful resource that remains largely 
untapped by industrial enterprises 
to the technological innovations that origi 


access 


nate with venture capital financed, start-up 
companies. It also brings to bear an inter 
national network dedicated to collabora- 
tion with entrepreneurs. Through minority 
investments in emerging companies, we 
expect to provide our stockholders with 
above-average financial returns 


What are the benefits of working 
with start-up companies? 
Association with emerging growth compa 
nies serves as a means to identify and 
understand advanced industrial develop 
ments. Start-up companies receive techni 
cal and managerial help needed to carry 
out their own development programs 


Is there a time horizon for measuring 
the success of Grace’s venture capital 
program? 

Venture capital isa long-term investment 
program. As start-up companies grow, their 
value increases. The early-stage companies 
in which Grace Ventures typically invests 
take four to eight years to achieve maturity 
Along the way, however, opportunities for 
various business alliances arise. Grace, for 
example, has acquired three of the new 
technology companies identified by Grace 
Ventures. Also, direct interaction between 
several start up companies and Grace 


divisions has already begun 


W.R. Grace & Co. and Subsidiaries 


Report of Independent Accountants 


Management's Responsibility 
for Financial Reporting 


153 East 53rd Street 
New York, NY 10022 


Price Waterhouse 


To the Shareholders and Board of Directors of W.R.Grace & Co. 


In our opinion, the accompanying consolidated financial statements appearing on pages |7 
through 30 of this report present fairly the financial position of W.R. Grace & Co. and subsidiaries 
at December 31, 1987 and 1986, and the results of their operations and the changes in their 
financial position for each of the three years in the period ended December 31, 1987 in conformity 
with generally accepted accounting principles consistently applied during the period except for 
the change, with which we concur, in the method of accounting for pensions, as described in Note 
13 to the financial statements. Our examinations of these statements were made in accordance 
with generally accepted auditing standards and accordingly included such tests of the accounting 
records and such other auditing procedures as we considered necessary in the circumstances 


oO 


February 1,19 


Management is responsible for the preparation, as well as the integrity and objectivity, of Grace's 
financial statements. The financial statements have been prepared in conformity with generally 
accepted accounting principles and accordingly include certain amounts which represent man 
agement's best estimates and judgments 


For many years, management has maintained internal systems to assist it in fulfilling its responsi- 
bility for financial reporting, including careful selection of personnel, segregation of duties, formal 
business, accounting and reporting policies and procedures and an extensive internal audit 
function. While no system can ensure elimination of all errors and irregularities, the systems have 
been designed to provide reasonable assurance that assets are safeguarded, policies and proce- 
dures are followed and transactions are properly executed and reported. These systems are 


reviewed and modified in response to changing conditions 


The Audit Committee of the Board of Directors, which is comprised of directors who are not 
officers or employees of Grace, meets with Grace's senior financial personnel, internal auditors 
and independent accountants to review audit plans and results as well as the actions taken by 
management in discharging its responsibilities for accounting, financial reporting and internal 
control systems. The Audit Committee reports its findings to the Board of Directors and also 
recommends the selection of independent accountants. Management, the internal auditors and 
independent accountants have regular, direct and confidential access to the Committee 


The independent accountants are engaged to conduct an examination of and render a report 
on the financial statements in accordance with generally accepted auditing standards. These 
standards include a review of the systems of internal controls and tests of transactions to the extent 
considered necessary by them for purposes of supporting their report 


John F. Spellman, Chie! Financial Officer 


Financial Statement 


Se nn ss 


Consolidated Statement of Income 


($ millions, except per share) 


Consolidated Statement 
of Shareholders’ Equity 


$ millions 


Balance at January 1,1985 __. 
Netincome. .. . ba vam ee wa 
Dividends paid = 
Conversion of debentures. 
Stock option exercises... ...... 
Translation adjustments. . . 
Sale of Common Stock . 
Other. 


Balance at ee 31, 1985 


Netloss . ; 
Dividends eerie! 7h 
Conversion of debentures. . 
Stock option exercises... ...... 
Translation adjustments - . 

Stock repurchase. . .. -.. 2... 
Other... 


Balance at December 31,1986 . 


NaH IMGOHIE. os x is va yew or es 
Dividends paid . 
Two-for-one Common Stock split 
Conversion of debentures 
Stock option exercises. ........ 
Translation adjustments........ 
Stock repurchases... . 


QUT a5 crane wc own owe WUE ae eH 


YearsEndedDecember 31, ——_—:1987 1986 1985 
Se] [Ets a ger get ayten se Poach geese ny er $4,515:4 $3,725:7 $3,553.2 
Dividends, interest and other income, net . 57.8 49.6 82.0 
4,573.2 3,775.3 3,635.2 
Cost of goods sold and operating expenses. ..... 3,070.8 251735 2/3559 
Selling, general and administrative expenses ..... 795.6 688.5 654.4 
Depreciation, depletion and amortization 228.9 238.4 224.0 
[ntenesteOxPense «ais vu oe wast cae oe eee ew omy Rae oe 122:9 191.8 159.6 
Research and developmente expenses . 107.3 94.2 88.8 
Asset write-downs and reserves... 0.00.0... 00 000 ee - 368.8 — 
4,325.5 4,099.2 3,482.7 
Income (loss) from continuing operations before taxes . .. 247.7 (323.9) 162.5 
Income taxes...... oe ae eee ee 105.8 51.5 64.9 
Income (loss) from continuing operations.............. 141.9 (375.4) 87.6 
Income (loss) from discontinued operations 
{including net gains on disposals) .................. (18.6 (96.9) 59.3 
Income (loss) before extraordinary item............ 160.5 (472.3) 146.9 
Tax benefit of operating loss carryforward . 126 — _ 
Peet ETNIES (OSS a oe sence toe toe wt eee a eR Ee Re Re a a $ 173.1 $ (472.3) $ 146.9 
Earnings (loss) per share* from: 
ConininFOBErGHONSks = ass ox secs os owe te dew ase Be $ 1.67 $ (4.47) $ 84 
Discontinued operations. Ay ae Staaten ot Bas (1.15) or 
Tax benefit of operating loss catryforward 5 $5 BE 14 _ ~ 
TSH @ wt te oe seam ene tale ow Ree Ha oh RH Re Fs a $ 2.03 $ (5.62) $ 1.41 
* Per share data for 1986 and 1985 are restated to reflect a two-for-one Common Stock split in December 1987 
Foreign Common 
Preferred Common Paidin Retained Currency — Stock in 
Stocks Stock Capital Earnings Adjustments Treasury Total 
$10.3 $51.8 $475.0 $1,825.1 $(147.5) $ (3.3) $2,211.4 
— _— — 146.9 — — 146.9 
ean ee = _ = (142.7) = = (142.7) 
eee eee — a Fes) — — — 7.4 
Sith ee I a a He — d 9.2 — _ Bil 12.4 
RNa ee aco — — — — 42.0 — 42.0 
oy Sas 0 aS — 2.6 | Nee — _ _ 119.8 
ge eet oa ae - 6 67 = _ _ 728 
10.3 §§.2 615.4 1,829.3 (105.5) (.2) 2,404.5 
sea: = a = (472.3} ies a (472.3) 
a ere ee eye — — — (118.1) — _ (118.1) 
— = 122 — — — 12 
et Sata ie ae — 6 25.6 — — Al 26.3 
ae = = = 66.0 66.0 
sa aad (2.6) — 8 — _ (595.8) (598.1) 
aera ae nee ee SU (.9} — — = (.9) 
ees Sy 55.8 641.6 1,238.9 (39.5) (595.9) 1,308.6 
Ss eek cae date et — — _ 173.1 — — 173.1 
Seen = — = (119.2) = -_ (119.2) 
GA Sieh Bee aN Bae — 28.4 (622.8) — — 594.4 — 
ee — all 2.8 — _ — 2.9 
Re gee — A 19.5 — — — 19.9 
Seg seen ee ta _ _ _ — 104.2 _ 104.2 
pee eye ee (.2) — _ — ~- (27.5) (27-7) 
Sa piaea = os = = hee 1.5 
fe nian a Gare $ 7.5 $84.7. $ 41.1 $1,292.8 $ 64.7 $ (27.5) $1,463.3 


The Notes to Financial Statements, pages 20 to 30, are integral parts of these statements. 


Financial Statement 
EEE eee —— 


Source (Use) of Funds 


Investment Activity 


Financing Activity 


Years Ended December 3], 


Income (loss) from continuing operations... ..........-555 
Add (deduct) items not affecting working capital: 


Depreciation, depletion and amortization... ............ 
Deferred Income tOKetin. «os coy 02 0 6x cop aay we cue ee ses 
Equity in unremitted earnings of affiliated companies... . . 
Asset write-downs and reserves ..... 


Provision for divestment of eastern coal properties ener 


Gains on sale of gas and oil properties .... . 


Working capital provided by continuing operations ... . 


Working capital provided by discontinued operations... .. 


Changes in working capital items* : 
Net change in noncurrent assets/liabilities of 


discontinued fertilizer operations...............05005 
Oiher transGenong nets esx xn = 20 wow as 4 Lass wn 4 am wn 2H 


Total Before Investment and Financing Activities. ...... 


Net proceeds from divestment of retail and restaurant 


PVRS BES 2) pee cei dea ares ne a wee eee eae a ree ae 


Decrease (increase) in investments in and advances to 


affiliated companies ........ Pt re ee 
Book value of asset disposals... 22.0... 5. ce ee ee eee ee 
Businesses acquired in purchase transactions............ 
Capital OxGend ities ss vc sag wes os ew eee ew ee om eH 


Repayment of debt in connection with divestment of 


eastern:coal properties... ... neers nee nr eee on 
Net proceeds from sale of gas and oil properties......... 


Net proceeds from initial public offering of a 


SOLSSIETIN, so cuore qs o 2k GaN Bee REE ee Oa aa eR 38 3 OR a 
Total lnvestmentActivitly a. «ci. os eee ese ow ee ee esa om 


Repurchase of stock .............---. Fey ae ee 
Increase inlong-termdebt............ 5.0.0.0. 20020005 
Reduction inlong-term debt ...... 0... 0c eee eee 
(Decrease} increase inloans payable .................. 
SOSh GiMIOSHUS ms cu on wm eee as os ee MO Ke we OO 


Net proceeds from sale of common stock . 


ee wie ike oie en eee eoeseen 


Increase (Decrease) in Cash and Cash Equivalents .. . 


*Analysis of Changes in Working Capital Items 


Notes and accounts receivable .... 2... ..0.0020 0.000 
HME Nearness age atari rede oat) at a See aera a ees alt coe nea 
Accounts payable................. ee ete eee 
IU EEEST SES ERS sce are 2 se we ete West leg dee Is ee 


Net change in noncurrent assets/liabilities of 


discontinued retail and restaurant operations ........... 


CONT ee EU haga eee ex as sata ak rae oe 


Consolidated Statement of Changes in Financial Position § millions 


1987 
$141.9 


(115.0) 


(27.7) 
180.3 
(56.9) 
(4.3) 
(119.2) 


24.1 
(3.7) 


$ 58.9 


$(156.4) 
(19.1) 
91.3 
(23.1) 


(8.8) 
(68.2) 


$(184.3) 


The Notes to Financial Statements, pages 20 to 30, are integral parts of this statement 


1986 


$ (375.4) 


$ 


238.4 
(69.0) 
(9.1 
368.8 


183.7 


62.6 
(6.2) 


(60.6) 
(57.3) 


92.2 


1,043.8 


8.2 
43.6 
(49.3) 
(199.1) 


(24.2) 


823.0 


(598.1) 
265.5 
(501.1) 

(49.2) 
(118.1) 


26.7 
(974.3) 


(59.1) 


32.7 
(26.9) 
29.3 
56.6 


{1 1.0) 
(86.9) 


(6.2) 


1985 
$ 87.6 


224.0 
(18.5] 
(11.9) 
46.9 
(58. 1] 


270.0 


150.2 
(183.5) 


(46.5) 
190.2 


(32.8) 

61.2 
(198.7) 
(348.0) 


(48.7) 
127.7 


773 
(362.0) 


207.8 
(139.1) 
98.2 
(142.7) 
119.8 
19.9 


163.9 


$ (7.9) 


$ (92.0) 
(48.6) 
34.7 
(50.8) 


(50.4) 
23.6 


$(183.5) 


Financial Statement 
a 


Consolidated Balance Sheet § millions 


December 3], 1987 1986 
Assets Current Assets 

Cash and cash equivalents, including marketable 

securities of $29.3 (1986—$4.6) 000 ce cece ee eee $ 151.4 $ 92.5 
Notes and accounts receivable, less allowance 

of $24.3 (1986—$26.3)..... Pe ce taste Gana tal eee an ee 826.5 665.6 
Inventories. ..:...-..... ee gE teh ARI a erage ee nD 629.5 563.0 
Net current assets of discontinued operations. ............. 0.0000. 72.4 133.8 
COIRERGUITENTIOSSEIS:, oa xx & one co an eee oo mas mem ew uN GE BOR RS 42.9 41.5 

Total Current Assets ..... ee eee ote ed eras ae ee ere oe 1,722.7 1,496.4 
Net long-term assets of discontinued fertilizer 

PO CRO oy crm eee nites ei seis a eye oe 184.8 238.3 
Investments in and advances to affiliated companies ............... 197.1 212.3 
Properties and equipment, net ...... 06.00 e ct eee cee ee eee 1,701.0 1,579.0 
GE) go (ST no Cee ee 555.9 467.0 
Goodwill, less accumulated amortization of $24.5 

i EES (e111 | ene pe ce pg ee i tar tee UL pociee ee er pe TEI 104.2 


$4,473.6 $4,097.2 


Liabilities Current Liabilities 


loanspayable ........... eee ere a pete RN Bo peer eed $ 148.4 $ 152.6 
Accounts payable......... sy @ Be Peo a eS Ai GG Bie bs bee oa 521.1 431.6 
INCOMOTAKMES. ccs cow see eee Sith Se iad eS a es ee 133.2 126.6 
Other current liabilities.......0.0....., ere eee ar ekae ee 361.9 407.9 
TetalOgerentliGbilities.. . ... <n: mec. cs & co a cos eee he Rh Be ee a 1,164.6 L, UV6.7 
long-termdebt........... a el nt ete tes a gee te eee 1,222.5 1,095.3 
Noncurrent liabilities. ..... . a et Tee EA a ee ee ee ee 347.6 343.6 
Deternree (NOONTENORES « sem ox = su x oo sot on ean oy ERR ae lee A cece OG, 94.6 
Total Liabilities....... shee Ree cinerea ae eee eae 2,836.1 2,652.1 
Deferredincome......... 5 55 at Ash epee 2k ee WR ale hee Gem Se 174.2 136.5 
Shareholders’ Equity 1,463.3 1,308.6 


$4,473.6 $4,097.2 


The Notes to Financial Statements, pages 20 to 30, are integral parts of this statement. 


W.R. Grace & Co.and Subsidiaries 


LL 


Note 1—Summary 
of Significant Accounting 
and Financial Reporting Policies 


Note 2—Discontinued 
Operations 


The accounting and financial reporting policies of W.R. Grace & Co. and subsidiaries (‘Grace’) 
conform to generally accepted accounting principles and reflect practices common in Grace's 
various businesses. 


Consolidation Principles The consolidated financial statements include the accounts of W.R. 
Grace & Co. and majority-owned companies. Investments in affiliated companies (20% to 50% 
owned) are accounted for under the equity method. 


Inventories Inventories are stated at the lower of cost or market. Due to the diversified nature of 
Grace's operations, several methods of determining cost are used, including first-in/first-out, aver- 
age and, for substantially all United States chemical inventories, last-in first-out. Market value for 
raw and packaging materials is based on current cost and, for other inventory classifications, on 
net realizable value. 


Properties and Equipment and Related Depreciation Depreciation of properties and 
equipment is generally computed using the straight-line method over the estimated useful lives of 
the assets. The successful efforts method of accounting is used for gas and oil operations. Deple- 
tion of natural resource reserves is determined by the unit-of-production method. Interest is capi- 
talized in connection with major project expenditures and amortized, generally on a straight-line 
basis, over the estimated useful lives of the assets. 


Earnings Per Share Earnings per share are computed on the basis of the weighted average 
number of common shares outstanding. All Common Stock data reflect a two-for-one Common 
Stock split distributed on December 10, 1987 


In 1986, Grace decided to divest its fertilizer and restaurant operations; the decision to divest the 
retail operations was made in 1985. 

In March 1987, Grace sold its Bermans leather apparel retailing business ("‘Bermans’’}, for pro- 
ceeds of approximately $99 (before reinvestment of $19 in notes of the buyer). In connection with 
the sale, Grace also received warrants to purchase a common equity interest of 34.5% to 47.5% in 
the buyer's parent. 

During 1986, Grace sold its other retail operations for proceeds, before reinvestment, of approxi- 
mately $733. In connection with the sale of two home centers divisions, Grace purchased for $29 
the following securities of the buyer or its subsidiary: (a) $191 of senior secured notes; (b) $9 of 
junior unsecured notes; (c) $9 of cumulative preferred stock; and (d) a warrant to purchase a 
32.5% common equity interest. 

In December 1986, Grace sold substantially all of its full-service restaurant operations for 
proceeds, before reinvestment, of approximately $537 In connection with this transaction, Grace 
purchased for $100.8 the following securities of the buyer: (a) $50 principal amount of 13 1/8% 
Junior Subordinated Notes due 1998; |b} 500,000 shares of 12% Cumulative Preferred Stock, 
mandatorily redeemable in 1999; and (c) warrants to purchase 470,000 shares of the buyer's 
common stock (representing 47% of the buyer's fully diluted common equity]. Grace has the right 
to require the buyer to redeem the Notes at face value any time after December 31,1988 upon the 
buyer's achievement of certain operating ratio tests. 

In determining the net pretax gain on these disposals, Grace has not included any value of the 
securities purchased or received in connection therewith. Grace will recognize the value of these 
securities in future years, when the realization of their value is more fully assured. In the Consoli- 
dated Balance Sheet, the face value of the securities is reported in other assets, offset by amounts 
reported in deferred income. 

Also, in 1986 Grace established a $221 divestment reserve to provide for the expected operat- 
ing losses through the date of disposal of its fertilizer business and the anticipated loss on 
disposal.The reserve remaining at December 31,1987 was $171. 

Grace's equity in its remaining restaurant operations and in the fertilizer business has been 
reclassified in the Consolidated Balance Sheet to report separately the net assets of these 
operations at December 31,1987 Grace's equity in these operations and in the Bermans business 
was also reclassified at December 31, 1986.The Statement of Income has been presented to reflect 
the retail, restaurant and fertilizer operations as discontinued operations for all years shown. 


Notes to Financial Statements § millions (except per share) 


A summary of the net investment in discontinued operations at December 31, 1987 is set forth below: 


Restaurant Fertilizer Total 

(GGETE 9 ge snc vee eaten on orate we baie aE Poe oan ae $ 2.0 $$ 38 $ 23 
Notes and accounts receivable,net................-. — 39.1 39.1 
TRS RGIS S ore rience Sous crscevads 18 WOE AA LGW ditle abe ae sam aes of 47.2 47.9 
CHHERCUTTENDCESONS: ccawecss seas wows 2m anew alate ee oe Sine aes 3.4 8.5 11.9 
Properties and equipment,net ... 2.2.2... 062... 5c eee 46.7 182.7 229.4 
Investments in affiliated companies .................. — 117.8 117.8 
SCOTT ASSIS: race cevuts Munck Se owTiellisc Remain RRS aittes: Imac een RAE 17.8 149 32.7 
A SUTUETSS Pate ses pth, oaclestanke ae tal toanr ae Seat care ane eee $70.6 $410.5 $481.1 
Current liabilities... 0.20... ee ee ee $14.6 $ 57.8 $ 724 
LORGAERICSIT ssc guesccercom ans mn itan edeanseuannone wal coe tee tt ak 14.4 13.1 2S 
NG acre HHO UTS S6 2c re0:cc0 crore cceanters eras a wetsearss 6.5 AWS _ 1240 
Lisi Nifelol) sp eee ee ae ee eae ea 35:5 188.4 223.9 
Net investment in discontinued operations............. $35.1 222.1 $257.2 


Sales and operating results for discontinued operations, including net gains on disposals, for the 
three years ended December 31, 1987,1986 and 1985 are as follows: 


Retail Restaurant —_ Fertilizer —_ Total 
Year Ended December 3], 1987 : 
Soles cou Kc ase guy moemees as mies He $ 21.0 $ 80.0 $ 429.9 $ 530.9 
Loss from operations before taxes ...... (.3) _ —" (.3) 
Net pretax gain on disposal of 
ODEIGNONS cs acu cox Heals aera ame He os 35.8 = _ 35.8 
Income taxes relating to discontinued operations... ..............5.00020205- (16.9) 
Incame fromidiscontinued:operations .. . ec vo. m+ + a2 <2 way Os Fes BEY ROS PEs Be BW $ 186 
Year Ended December 31,1986 
SOIES seus eater groans aires emeeiaee eats $1,374.8 $1,219.3 $ 488.5 $3,082.6 
Income (loss) from operations 
BeloretGxes. oo cas Hag bs RG Hes Bee 18.5 4.2 (84.1) (61.4) 
Net pretax gain on disposal of 
SSCA NS heias ons teow aususceon Bret cae, 171.4 41.0 — 212.4 
Divestment reserve ........... 00-245. _ — (221.0) (221.0) 
Income taxes relating to discontinued operations... 22... 6... eee eee ___ (26.9) 
Loss fromidiscontinuedioperations'.... 1... 2. so. se0 20 6s bee Hides de dece tard Kale ew eee $ (96.9) 
Year Ended December 31,1985 a 
ee ae ee $2,067.1  $1,026.2 $6136  $3,706.9 
Income (loss) from operations 
SSIS TAKES cise. ore emcenmace mos candiaya 83.2" 24.4 (54.0) 53.6 
Income tax benefit relating to 
GISCONNUEC OHETONONGS acccsomnnarents aman crogaaa tenia yore eA! ___— SF 
income fromidiscontinuedioperations . << nwess ssa nea ewig Ha Hales gee aleve ene $59.3 


"1987 pretax losses of $35.6 relating to the fertilizer business were charged to the divestment reserve established in 
1986. 
“Includes a $51.7 gain on the March 1985 initial public offering of a minority interest in Herman's Sporting Goods, Inc. 
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W.R. Grace & Co. and Subsidiaries 


Note 3—Notes and 
Accounts Receivable 


Note 4—Inventories 


Note 5—Investments in and 


Advances to Affiliated Companies 


22 


1987 = 1986 
Trade, less allowance of $23.6 (1I986—$2611) ... 2.2.0... 0020s $738.3 $587.2 
Other, less allowance of $.7 (I986—$.2] .........-..000 eee eee xen ag 6 Qe 78.4 


1987 1986 
Raw and packaging materials... 2.2... ees a $175.5 $163.2 
IRBPOLESE: «:cnsn man poaMes es DA NE ei ED Sacass 4neeesas 73.3 70.3 
Tidietelye fe) cc 10 | (cj | a a ne re oe a anaes one eee oe 256.3 214.4 
ele eliel neice elo |. re ee ee ee 171.9 = 158.2 
677.0 606.1 


Less: Adjustment of certain inventories to a 
Feastainitirst uli (LIFT BOSS: cover. sssiaiera exsnt aiowntiersccencanneenaneliy-aca)sunemyayarnaes eid 47.5 43.1 


$629.5 $563.0 


Inventories valued at LIFO cost comprised 23.4% of inventories before the LIFO adjustment at 
December 31,1987 and 28.7% before such adjustment at December 31, 1986. 


Included in Grace's continuing operations at December 31, 1987 are equity interests of 50% or less 
in companies engaged in mining coal and providing health care services and products. One of 
these interests was a 4992% common equity interest in National Medical Care, Inc. (""NMC"’), the 
nation’s leading operator of kidney dialysis centers. In addition, Grace has a $76 investment in 
NMC Preferred Stock. On January 5, 1988 Grace acquired additional shares of NYC Common 
Stock, and as a result, now owns 82.8% of the outstanding NMC Common Stock, as well as the 
Preferred Stock. 

Grace's net investment in the discontinued fertilizer business includes equity interests of 50% or 
less in companies engaged in mining phosphate rock and producing ammonia and phosphoric 
acid. 


A summary of financial information of affiliated companies (100% basis) included in continuing 
operations is set forth below: 


: 1987 1986 
CE RG RSS IS is Gomrac mess canin wel mane canis sen Hane tee 08 $399.0 $308.3 
TGIACURTSTURCISSEIS Ss. scacio onssns ors aieas avse.c ens Shave eorwi we 693.2 716.1 
TONGUESSOIS 5, on, 255 REET Hs SEES SK Bs $1,092.2 $1,024.4 
SCC st $279.8 $214.8 
Nonicurrent liabiliti€s. wen oe cee janie’ eed da ove 497.1 447.4 
ete THES crn cess en eee Bare Rien mae 776.9 662.2 
INNES ASS Feo eas cs cr pees cea nova epee ox $ 315.3 $ 362.2 
Grace investments and advances . free ater $197.1. $ 212.3 
_ 1987 = 1986 1985 
BN GTSCA SG cncaepe tayecitct ance acoas es arputeaicvacae pena $ 794.5 $724.1 $ 765.8 
ST HES cjcarcnnamiecnseciarng erat $ 38.1 $ 239 $ 303 
Grace equity inearnings................-. $ 204 $100 $ 129 
Dividends received by Grace........... $ 6 § eS $ 1 


Note 6—Properties and Equipment 


Note 7—Asset Write-Downs 
and Reserves 


Note 8— Other Assets 


Notes to Financial Statements § millions (except per share) 


1987 1986 

Leliielis Beaty cpt Sees come aes oe wes ee dit Bight BEATE BERS $ 53.9 $ 46.2 
Naturaliresource propenties., vec max es snus oie dienes erate caw 14 wane wie 6 713.0 752.3 
Buildings ..... 5 i esett $8 BUS FOE LS SR bars Ge name Sek eae «28 3 541.1 472.4 
Machinery, equipment FIONN GE ntes seiner mus wees eos ae ep ar WEY 2,157.1 1,919.8 
ProjactsundercOnstruGhane.. oes scum eeweere oes amine mae viele andes Ode g ___ 124.3 79.5 
3,589.4 3,270.2 

Accumulated depreciation, depletion and amortization ............ (1,888.4) (1,691.2) 


Properties and equipment, net. 


$1,701.0 $1,579.0 


Capitalized interest costs have been incurred in connection with the financing of certain assets 
prior to placing them in service. Included in net properties and equipment are net capitalized 
interest costs of $30.3 in 1987 and $28.5 in 1986. Capitalized interest costs excluded from interest 
expense in 1987 1986 and 1985 were $4.0, $4.2 and $4.8, respectively. 


Depreciation, depletion and amortization expense relating to properties and equipment 
amounted to $1924, $201.0 and $190.8 in 1987, 1986 and 1985, respectively. 


At December 3], 1987, minimum future payments for operating leases were: 


VES es oa adhsietac duc ix hate ctactenstez ot aus oemtacaniod ware la siage aacheas eae eae re! aS ae $ 41.7 
Ds estas Co cena ce keisha i Sant shsucdndi isp Gal ROR SOE FOS ool fore Bs ie tenes ae 35:5 
BOC ic ce se ork ae ERE Da hee SemmNe Quip Mae ATR ae Bea Rina BOR Teles SRE RSS 28.4 
IS eet seh eat cea piona Uaeieer areas bs ae viens cit cae oleae, ache one Gas ar es Te a 20.1 
VEPs x: ses ec cpleay cine sabes aes cies ui essa age De RE Rt oe OR a onc ee aCe ee 15.4 
LGIGFNBGIS. seyeas anc cae waiiew aaa say azaran Bet wes wt HEE JePA We nam) WSIS aD aes FENG g 109.9 
SHO MINT SESE IPA YIGMISt:, score scan rerar nu sem see bee Read Gere Ta aren ew Gow ar wee «OR $251.0 


Grace's rental expense for operating leases amounted to $439, $38.1 and $35.7 in 1987, 1986 
and 1985, respectively. Contingent rentals and sublease rental income were not significant. 


In the fourth quarter of 1986, Grace recorded a charge of $368.8 against earnings from continu- 
ing operations. This charge included $332.2 primarily associated with the write-down of certain 
gas and oil properties, drilling rigs and other energy services equipment and manufacturing plants 
to their net realizable value, as well as the write-off of related goodwill. The write-down of energy- 
related assets within Grace's natural resources operations accounted for $275, or 83%, of the 
asset write-downs; the balance was related to certain assets in Grace's specialty chemical opera- 
tions. In addition, Grace recorded various corporate reserves aggregating $36.6 for restructuring 
costs, headquarters staff reductions and other matters. 


In determining the asset write-downs, Grace generally estimated future cash flows expected to 
be generated by the respective assets over their remaining useful lives, reflecting projections of 
future prices and costs and, where appropriate, discounted the results to present value. 


1987 1986 

Securities of divested businesses (offset by deferredincome)........... $162.0 $129.8 
Energy services equipment, less accumulated amortization 

OP HSSS 19SS—GIVS) oes renecacc sre iennuls aie ie eae entnenvae 144.1 12748 


DOSS CHEIQES: 2.0 cecsie e cue star emersuen nee ss: cog roms ake asi eget SECT? 71.0 44.7 


LOriqgsterindivestMens.....-3,- ad aearns + Area eeriancions Qeineniees Iayrowiins 58.8 56.3 
Long-term receivables, less allowance of $3.8 (1I986—$2.2)............ 48.6 39:3 
Natural resource participation investments ..... 2.0.0... 020 ee eee eee 20.7 28.9 
Nets uit 23554 Sek arr Tians an Peers are Ere * 50.7 _ 40.5 

$555.9 $467.0 
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Year-End 1987 Years of 
Interest Rate Maturity 1987 1986 
Note 9—Long-TermDebt = W.R.Grace & Co. 

and Guarantees Commercial paper” ............ 8.1 % _ $ 150.0 $ 129.4 
Promissory notes ..........-...- 8.5 1988-1998 251.1 283.3 
Promissory notes ...........-... 12.75 1990 100.0 100.0 
Promissory notes ...........-. ' 10.375 1997 100.0 100.0 
Subordinate debentures”.... ... 7.0 2001 250.0 250.0 
Subordinate debentures”... ..... 6.25 2002 150.0 — 
DeDONTES: sacs u come aresisin ews F VS 2008 100.0 100.0 
Sundry indebtedness” .......... 5.0 1988-1997 18.6 23.3 
Industrial revenue bonds. ....... 6.9 1988-2002 33.6 46.5 
1,183.3 1,032.5 

Subsidiaries” 
Secured indebtedness. ........ , 9.4 1988-2007 7.\ 6.7 
Sundry indebtedness. ......... : 9.9 1988-1998 30.1 28.2 
1,190.5 1,067.4 
RiGGUEHOn BOYMIENI : tscancar suenceian eunchere dense Rettoias _ #60 _ FéS5 
1,266.5 1,143.9 


Less amounts due within one year 
Includedinloonsinayobleses wu cx nex canes 5s aud ew ene seas ares — 44.0 48.6 


$1,222.5 $1,095.3 


Full year weighted average interest rate... 20.0... 2 2 eee 8.5% _ 8.8% 


‘Commercial paper borrowings, although short-term, are classified as long-term borrowings because 
of the availability of long-term financing under Grace's revolving credit agreements and Grace's 
intent to refinance these borrowings on a long-term basis. 

' Convertible into one share of Common Stock for each $31.625 principal amount. Ninety percent of 
each debenture is redeemable at the option of the holder on February 7, 1991 for an effective yield 
of 9.52% per annum on the debenture, the rate at which interest is accrued. 

Convertible into one share of Common Stock for each $42.1 25 principal amount. 

“Includes $2.2 of subordinate debentures at December 31, 1987 ($2.5 at 
December 31, 1986} convertible into one share of Common Stock for each $14.8125 principal 
amount and $8.9 of subordinate debentures at December 31, 1987 ($12.3 at December 31, 
1986} convertible into one share of Common Stock for each $28.43 principal amount. 

' At December 31, 1987, $4.9 of subsidiary indebtedness was guaranteed by W. R. Grace & Co. 

In addition, $16.2 of subsidiary indebtedness included in Grace's net investment in the 
discontinued fertilizer operations was guaranteed by W. R. Grace & Co. 

°' Represents a natural resources financing repayable solely out of proceeds from the sale of 
production. 


Long-term debt payable during each of the four years subsequent to December 31, 1988 is: 
1989—$43.9; 1990—$1391; 1991—$33.6; 1992—$276. 


Grace has revolving credit agreements with various banks under which it may borrow up to 
$1,298.0 at interest rates based, at Grace's option, upon the prevailing prime, certificate of deposit 
and/or Eurodollar rate. At December 31, 1987, there were no outstanding borrowings under the 
revolving credit agreements. Grace has additional credit lines amounting to $30.0, for a total of 
$1,328.0. Of the $1,328.0 total credit facilities, $150.3 was reserved to support commercial paper 
borrowings outstanding as of December 31,1987 leaving net unused credit facilities of $1,177 In 
connection with the revolving credit agreements, commitment fees of .25% per annum are payable 
on the unused portions. A portion of Grace's cash balances serves to compensate banks for credit 
facilities and services; such balances are generally unrestricted. 


W.R. Grace & Co. has guaranteed certain lease obligations of businesses sold and businesses 
held for sale. The leases, which extend to 2011, have minimum future lease payments aggregating 
$257.6. |n addition, $132.2 of borrowings of affiliated companies at December 31,1987 was 
guaranteed by W.R. Grace & Co. No liability is anticipated under these guarantees. 
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Note 10—Shareholders’ Equity 


Notes to Financial Statements $ millions (except per share) 


On October 30, 1987 shareholders approved the amendment of W.R. Grace & Co.'s Restated 
Certificate of Incorporation to increase from 150,000,000 to 300,000,000 the number of shares of 
authorized Common Stock ($1 par value per share) and to increase proportionately the votes per 
share of the outstanding preferred stocks, in connection with the two-for-one Common Stock split 
approved by the Board of Directors on October 1,1987ZThe split, in the form of a 100% Common 
Stock dividend, was paid on December 10, 1987 to shareholders of record as of November 5, 1987 
Accordingly, all Common Stock data have been restated to reflect the split. 

Of unissued Common Stock and Common Stock in treasury at December 31,1987 approximately 
23,038,000 shares may be issued or delivered upon conversion and/or redemption of convertible 
debentures and exercise of stock options. In addition, 107146,000 shares were reserved at Decem- 
ber 31, 1987 in connection with Common Stock Purchase Rights. 

In October 1987, W.R. Grace & Co. purchased 623,900 shares of its Common Stock for $275. In 
January 1986 the following shares of capital stock were purchased for $598.1: Common Stock— 
27,238,920 shares, Preferred Stock—2,340 shares, Class A Preferred Stock—16,081 shares and 
Class B Preferred Stock—7.579 shares. 

At December 31,1987 the number of shares of Common Stock outstanding was 84,108,000 
(1986-84400,000). Common Stock in treasury at December 31,1987 was 623,900 shares. 

The weighted average number of shares of Common Stock outstanding in 1987 was 84,820,000 
(1986—84,078,000; 1985—103,816,000). 

Of $1,292.8 of retained earnings at December 31, 1987 $167.4 was free of restriction on payment 
of cash dividends imposed by the most restrictive of Grace’s loan agreements. In addition, $520 of 
undistributed earnings of consolidated foreign subsidiaries may be subject to currency, exchange 
and other restrictions imposed by regulatory bodies of the countries in which the subsidiaries 
operate. 


Preferred stocks ($100 par value) authorized, issued and outstanding are: 


Shares 


Authorized In Par Value of 
andissued Treasury Outstanding Shares Outstanding 


(December 31,1987) 1987 1986 1985 


6% Cumulative .......... 40,000 3,536 36,464 $36 $38 $ 4.0 
8% Cumulative Class A”... . 50,000 33,184 16,816 L! lage 3:3 
8% Noncumulative Class B’”! 40,000 18,269 21,731 2.2 pas 3.0 


bx fA $103 


''One hundred and sixty votes per share. 
"Sixteen votes per share. 


Dividends paid on the preferred stocks amounted to $.5 in 1987 and 1986 and $.7 in 1985. 


The Restated Certificate of Incorporation also authorizes 5,000,000 shares of Class C Preferred 
Stock, without par value, none of which has been issued. 
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Note 11—Stock Options 


Note 12—Income Taxes 


Changes in outstanding Common Stock options are summarized below: 


1987 1986 1985 
Average Average Average 
Number — Exercise Number — Exercise Number Exercise 
of Shares Price of Shares Price of Shares Price 
Balance at 
beginningofyear.. 4,392,108 $23.20 4,104,076 $20.00 4,910,838 $19.74 
Options granted.... 1,217,000 22.90 2,541,600 25.43 35,236 17.05 
5,609,108 6,645,676 4,946,074 
Options exercised... (771,148) 20.69 (1,270,866) 19.58 (434,268) 18.38 
Options terminated 
orcancelled...... (651,226) 22.58 (982,702) 20.32 (407,730) 18.29 
Balance at 
endofyear ...... 4,186,734 23.66 4,392,108 23.20 4,104,076 20.00 


At December 31, 1987 options covering 1,607420 shares (1986—1,841,104; 1985—2996464) 
were exercisable and 3,682,812 shares (1986—4,537,362; 1985—1,655,048} were available for 
the granting of additional options. 


Under the provisions of W.R. Grace & Co's stock incentive plans, certain optionees have stock 
appreciation rights under which the optionee may, in lieu of exercising an option, request cancella- 
tion and, at W.R. Grace & Co's election and without payment to W.R. Grace & Co., receive cash or 
shares of Common Stock having a market value equal to the difference between the exercise price 
and the market price of the Common Stock. Upon such cancellation, the shares covered by the 
option, less the shares issued, if any, become available for future grants. In 1987, $1.9 was charged 
to income, in 1986, $.5 was credited to income and in 1985, $2.8 was charged to income in 
connection with such stock appreciation rights. 


The provision for income taxes, including taxes relating to 
discontinued operations, consists of: 
1987 1986 1985 


Current: 
FECT Gl hice see cxruicn ster secs Hes tere Sent see astm ard Hos iw! HR Se arene a BE $ 10:2 $345 §. {:5) 
SSIES cra’ cease cist cases ens een idee a was ee 6.9 28.2 9.8 
FOrGiGiias ss wae sox sega seis Hew He wae eas SG Sees BES Hee 94.6 92.7 86.1 
Deferred: 
SST) RI aot Boe ere Ee peed EUS Oct LEE PRON fete eS 12.6 (75.5) (36.8) 
Foreign..... garni Stat SCE ae eT See AcE Be EAD SE Ge (1.6) (1.5) 6 
Total provision for income taxes, including 
discontinued operations ................02 e+e cere eee $122.7 $78.4 $59.2 


The provision for income taxes allocated to continuing 
operations consists of: 


1987 1986 1985 


Current: 
FRIGIN rine corsvesecarest.a rane GM Veen awertrenioas ee ee $ 10.3 $34.5 $ (1.8) 
ec a en ae en ee ee er 2.6 Be $2 
POVBIGN s asiopet erie ge eeesots cane eenens eee 94.6 88.5 82.7 
Deferred: 
FECGINS 25.91. Siecssrinssoussarns Se a ay ey (1) (7S.5} (22:3) 
FOC G iis cancer aver sreenve mena mmc aihieran emai aisteis miata ew wig (1.6) mS at 
Total provision for income taxes allocated to 
continuing operations. . . . b ii deen oe hte deat 5 $105.8 $51.5 $649 


Notes to Financial Statements § millions (except per share) 


The source of income (loss) from continuing operations before 
taxes for financial reporting purposes is as follows: 
1987 1986 1985 


MEISE teh hs A Reg onan sims ns ees ee emcees Sa oe va $ 37.4 $(499.0) $ (11.1) 

ROYSIGRE cose onc wan ome ware sh wae dee Baw OMe oe HA Uh SBE TOR IER 3g 210.3 175.1 163.6 
Total income (loss) from continuing 

Operations before taxes:, 6... os x a eae owe ew ws ew ve $247.7 $(323.9) $152.5 


For financial reporting purposes, Grace has $1404 of operating loss carryforwards available to 
reduce future U.S. taxable income. 


Effective January 1, 1988, carryovers of general business credits (primarily investment tax credits), 
ona tax return basis, amount to $51.6, which expire as follows: 1997-$14.5; 1998-$10.5; 1999-$91; 
2000-$11.8; 2001-$4.9 and 2002-$.8. 


Deferred income taxes arise from timing differences in the recognition of revenues and 
expenses for tax and financial reporting purposes. The major components of the deferred income 
tax provision allocated to continuing operations are: 


1987 ——-1986 1985 
Federal Foreign Federal foreign Federal Foreign 


Capitalized research and 


development costs.......... $2.7) 3 — §$ (293) $— $833.1) § = 
Capitalized inventory costs. .... (4.9) _ — — — - 
Intangible drilling and 

development costs.......... (3.7) oa (5.0) _ (2.2) — 
Tax benefit not recognized for 

financial reporting purposes. . -- _ UA = - - 


Partnerships book/tax fiscal 


year differences............ 1.0 - ged = 5.8 ~ 
Asset write-downs and reserves . 2.2 — (163.5) — -- _ 
Excess investment tax credits... . 2.4 _ os (8.9) - 
Net tax benefits /reversals of 

tax credits on disposition of 

properties and investments . . . 4.8 (2.1) (1.8) _ (11.3) _ 
Pension costs,net...........-- 5.9 20 Bul 9 — — 
Accelerated methods 

of depreciation............ 14.4 4 (2.2) 1.6 26.6 38 
Other timing differences, net. . . (3) (2.6) (.6) (2.0) 8 (2.4) 

Total deferred tax provision. . $ (Gl) Sis) $$ (755) $$ S $22.3) $1.1 


The statutory federal tax rate reconciles to the effective tax rate for continuing operations as 
follows: 


1987 1986 1985 


Siatitory TederaltawrGlBing << s se 4s: See BG A BOY AR HE 40.0%  (46.0)% 46.0% 

Increase (decrease) in tax rate resulting from: 
U.S. and foreign taxes on foreign operations .....-.........4-. 10.9 17.9 17.8 
Tax benefits not recognized subject to future realization ......... _ 40.3 _ 
Investment tax and other credits ........ 0... 0c ee (.1) _— (7.2) 
Percentage depletion on natural resource properties ........... (.4) (1.1) (2.5) 
Neticapitaligoinsandilesses.. as a sz name xa 2 ws oom nee wo K On HR BOD (3.3) aul (6.6) 
Oo aE REG enna ROT ane Punmn (4.4) 17 (4.9) 

EFSCTVENORTETGN: cuz x ac cme setts au a ene ete Yn a. ame HW SWE BRR wane GWAR ENE 42.7% 15.9% 42.6% 


The Internal Revenue Service has completed examinations of consolidated federal income tax 
returns of W.R. Grace & Co. and its domestic subsidiaries through 1980. Additional foreign and 
United States taxes might become payable if undistributed earnings of foreign subsidiaries were 
to be paid as dividends, but such taxes, if any, have not been fully provided for since a substantial 
portion of such earnings has been and is expected to be reinvested for an indefinite period of 
time. (See Note 1O—Shareholders’ Equity.) 


In December 1987 Financial Accounting Standard ("FAS") No. 96, “Accounting for Income 
Taxes," was issued. Grace elected not to adopt the provisions of this new accounting standard for 
1987; Grace will adopt FAS No. 96 by January 1,1989.The effect to Grace upon adopting this new 
accounting standard is not expected to be significant. 
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Note 13—Pension, Profit Sharing 
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and Related Plans 


In 1986, Grace adopted Statement of Financial Accounting Standard ("'FAS") No. 87, Employers’ 
Accounting for Pensions,” for all U.S. and certain foreign pension plans. The effect was to reduce 1986 
pension cost by $274. Grace will adopt FAS No. 87 for the remainder of its foreign pension plans by 


January 1, 1989, the effect of which will not be significant. 


Grace maintains defined benefit pension plans covering employees of certain units who meet age 
and service requirements. Benefits are generally based on final average salary and years of service. 
Grace funds its U.S. pension plan in accordance with the funding requirements of federal law and 
regulations. Approximately 60% of the plan assets at December 31,1987 were common stocks, with the 
remainder primarily fixed income securities. Non-U.S. pension plans are funded under a variety of 


methods because of differing local laws and customs and therefore cannot be summarized. 


Pension cost for plans that have adopted FAS No. 87 is comprised of the following components: 


Service cost—benefits earned during the year... ... ‘3 
Interest cost on benefits earned in prior years 
Actual return on plan assets .......... 0.00000 eee eee 
Deferred gain (loss) on plan assets ................ 
Amortization of prior service Cost... 2.2... eee eee 
Amortization of net gain at initial adoption of 

FAS No. 87 


Net pension cost (benefit)............0.2..65. 


The funded status of these plans was as follows: 


December 3], 


Actuarial present value of benefit obligations, based on 
employment service to date and current pay levels: 
Nestest 


Accumulated benefit obligation. ..........00..0000. 
Additional amount for projected salary increases 


Total projected benefit obligation 


Plan assets at fair value 


Assets in excess of projected benefit obligation ....... 
Unamortized net gain at the initial adoption 

SOU Ges [ (Cho a ee PA Oe 
Unamortized prior service cost 
Unrecognized net gain 


Prepaid pension cost 


Assumptions used at December 31,1987 and 1986 for these pension plans were: 


DISHOURONS nano ac cro as ass we, ee 4S 
Expected long-term rate of return . . , 
Rate of compensation increase 


7 1987 1986 
__US. Non-US. US. Non-US. 
5 is4 $$ 36 § 149 § ‘Dea 

30.8 Fae 2hi2 49 
(7.7) (3.3) (124.5) (18.4) 
(39.8) (10.2) 88.3 10.9 
Ws — — — 
(13.3) (4.2) (13.5) (2.1) 
$(10.9] $ (66) $ (4.6) $ (2.3) 
1987 1986 

__US. Non-US, U.S. Non-U.S. 
$293.8 $ 67.5 $321.4 §$ 44.1 
_ 101 1.9 _1h8 8.9 
303.9 69.4 333'2 53.0 
57.1 22:5 80.4 79 
361.0 91.9 413.6 60.9 
643.8 157.9 661.1 104.9 
282.8 66.0 247.8 44.0 
(187.2) (47.5) (200.5) (29.1) 
12.0 — 10.0 _ 
(86.3) (3.6) (51.6) (10.5) 
$213 149 $ S54 $$ 44 
a US. Non-US. 
1987 1986 1987and1986 
G:0% 4.5% 8.5-13.0% 

9.0 7.25 8.5-10.0 

ir Sesshs 6.0 6.0 6.0: 7:5 


Grace's pension expense(benefit) for continuing operations was $/(6.8}, $4.6 and $25.8 in 1987 1986 


and 1985, respectively. 


Note 14—Asbestos and 
Other Litigation 


Notes to Financial Statements $ millions (excep! per share) 


Grace also sponsors profit sharing, savings and investment and similar plans for its employees. 
The expenses of these plans for continuing operations were as follows: 
1987 1986 1985 


POMESH CLs. 6,6 0, css Sas AIG STON A PUR ORIEN Egelme nena, ene ee $8.8 $7.8 $6.5 
POG IG RY rose anny anpeas secssnane acum waar aca vane aie eas centrale NCA Rees ane Wg! 8 Lo 8 
Total expense for continuing operations. ............ 000.0. e eae $9.6 $8.8 $7.3 


In addition to pension benefits, certain health care and life insurance benefits are provided for 
retired employees who reach retirement age while working for certain U.S. units of Grace.The cost 
of retiree health care and life insurance benefits is expensed as claims are paid; these costs have 
not been ond are not expected to be material. 


There are various lawsuits pending against Grace relating to exposure to asbestos-containing 
products previously sold by Grace. To date, Grace's insurance carriers generally have not acknowl- 
edged or have denied the applicability of their insurance coverage to Grace's property damage 
lawsuits and claims, and Grace is currently involved in litigation with its carriers concerning the 
applicability and extent of its insurance coverage. In one such case (involving more than half of the 
$79 settlement amount referred to below), the U.S. District Court of the Eastern District of Texas 
decided in February 1988 (on a Grace motion for summary judgment) that the applicable 
insurance carriers are liable for the full settlement amount, as well as related defense costs. 

At year-end 1987, Grace was a defendant in approximately 6,300 asbestos-related lawsuits (as 
compared to approximately 3,700 at year-end 1986), and it is anticipated that Grace will be 
named as a defendant in additional asbestos-related lawsuits in the future. Approximately 6,200 
of the lawsuits pending at year-end 1987 involve claims for personal injury; the remaining lawsuits 
involve property damage allegedly caused by the use of asbestos-containing materials in the 
construction of public and private buildings. The plaintiffs in the latter lawsuits generally seek, 
among other things, to have the defendants absorb the cost of removing, containing or repairing 
the asbestos-containing materials in the affected buildings. Through year-end 1987, 42 property 
damage cases and approximately 600 personal injury cases had been dismissed with respect to, 
and without payment by, Grace, and two property damage cases had been decided against 
Grace, resulting in awards of $6.8 and $1.3, respectively. In addition, Grace has settled property 
damage cases and claims relating to approximately 1,400 schools and other buildings. Under the 
terms of the settlements, Grace has agreed to pay a total of $79, of which $14 was paid through 
1987 and $65 is to be paid in 1988. As these settlement amounts are paid, Grace records a 
corresponding receivable for the insurance proceeds it expects to obtain in connection therewith. 

Grace's ultimate liability in respect of its asbestos lawsuits and claims will depend on the extent 
to which its insurance will cover any damages for which it may be held liable, amounts paid in 
settlement and litigation costs. Grace believes that its insurance will cover a substantial portion of 
such damages, amounts and costs. Consequently, Grace believes that the resolution of its asbestos 
lawsuits and claims will not have a material adverse effect on its consolidated financial position. 

In June 1984, Continental Illinois National Bank andTrust Company of Chicago (‘'Bank’’) filed an 
action against Grace.The action arose out of a $75 nonrecourse production payment loan 
(“Loan”) made by the Bank in connection with certain natural gas properties in which Grace has 
an interest. In September 1984, the Bank sold the Loan to the Federal Deposit Insurance Corpora- 
tion (“FDIC”), which became the plaintiff in the action.The plaintiff alleged, among other things, 
that Grace failed to provide certain information to the Bank in connection with the making of the 
Loan. In October 1987 the jury rendered a verdict in the action awarding the FDIC $25 in compen- 
satory damages (which would be applied to the outstanding Loan balance} and $75 in punitive 
damages. Grace believes that the verdict is contrary to the facts and applicable law. Conse- 
quently, Grace is appealing the judgment, and it believes that the action will not have a material 
adverse effect on its consolidated financial position. 

Grace is also involved in various lawsuits and claims arising from the conduct of its business. Such 
matters are not material to its consolidated financial position. 
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Note 15—Industry and 
Geographic Segments 


Industry Segment Information 


Pretax Operating Profit {Loss} " 


Identifiable Assets’... .0.0000.... 


Capital Expenditures”... ... 


Depreciation, Depletion and 
Amortization” 


Geographic Segment Information 


Pretax Operating Profit(Loss)'" 


Identifiable Assets”... ..... 


Total pretax operating profit reconciles to income (loss) from continuing operations before taxes as follows: 


Pretax operating profit............ 4 beta 


Interest expense ................. 
General corporate overhead. .... . 
Other expense, net*......... 


The following table sets forth industry and geographic segment information in accordance with 
Financial Accounting Standard ("FAS") No. 14, “Financial Reporting for Segments of a Business 


Enterprise’: 


Grace's investment and equity in the results of operations of affiliated companies, income 
applicable to minority shareholders, intersegment sales and transfers among geographic areas 
are not significant, except as stated. 


Income (loss) from continuing operations before taxes . 


Specialty General 


1987 $2,794 $1,333 
1986 2,492 896 
1985 2,254 787 
1987 $357 $$ & 
1986 285" 44° 
1985 286 37 
1987 $1,960 $ 614 
1986 1,633 501 
1985 1,501 360 
1987 $ 184 §$ 21 
1986 150 18 
1985 163 23 
1987 $ 113 $ 28 
1986 100 19 
1985 85 15 


United States Canada 


1987 $2,804 $ 118 
1986 2,254 es 
1985 2,303 111 
1987 $215 $ 16 
1986 (165) 17 
1985 229 IB) 
1987 $2,249 $ 63 
1986 2,095 52 
1985 2,313 61 


Total 


Natural Continuing 
Chemicals Business Resources Operations 


$ 388 $4,515 
338 3,726 
512 3,553 
$ 20° $ 438 
(305)'°"° 24 
80" 403 
$ 917 $3,491 
939 3,073 
1,285 3,146 
$ 23 $ 228 
21 189 
39 225 
$ 80 $ 216 
103 222 
112 212 
Europe Other Total 
$1,253 $ 340 $4,515 
1,059 298 3,726 
85] 288 = 3,553 
$ 134 $ 73 $ 438 
117 55 24 
80 79 403 
$ 912 $ 267 $3,491 
689 237. =. 3,073 
569 203 3,146 
1987 1986 1985 
$ 438 $ 24 $ 403 
(123) (192) (160) 
(49) (65) (76) 
(18) (91) (15) 
$ 248 $ (324) $ 152 


*Includes items such as dividend and interest income, corporate research expenses and miscellaneous items not properly allocable to industry segments and, in 1986, 
corporate reserves for restructuring costs, headquarters staff reductions and other matters. 


"The difference between these amounts and the corresponding amounts in the consolidated financial statements represents general corporate items and the net investment 
in discontinued operations in 1987, 1986 and 1985 and, in 1985, general corporate items and the identifiable assets of discontinued operations 


s) 
‘The difference between these amounts and the corresponding amounts in the consolidated financial statements represents general corporate items and in 1985, 


discontinued operations. 


4) 
The difference between these amounts and the corresponding amounts in the consolidated financial statements represents general corporate items 


The effect of adopting FAS No. 87, Employers’ Accounting for Pensions’: together with the effect of certain changes in actuarial assumptions in 1986, reduced pension 
expense of Specialty Chemicals, General Business and Natural Resources by $14.3, $1.5 and $20, respectively 


‘Includes $14, $6 and $14 of equity in income of 20-50% owned domestic companies in 1987, 1986 and 1985, respectively 
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Management's Discussion and Analysis of Results of Operations and Financial Condition 


Review of Operations 

Sales from continuing operations increased by 21% in 1987 over 1986. 
Operating income after taxes advanced by $669 million, or 33%, to 
$2676 million in 1987 compared to $200.7 million in 1986. The 
increases in sales and operating income reflect improvements in all 
operating groups (specialty chemical, general business and natural 
resources). Sales from continuing operations increased by 5% in 1986 
over 1985, reflecting higher sales in specialty chemical and general 
business operations, partially offset by lower natural resources sales. 
Operating income after taxes declined by 11% in 1986 compared to 
1985, reflecting a loss in natural resources operations in 1986. Oper- 
ating income after taxes excludes the results of the discontinued retail, 
restaurant and fertilizer operations for all periods presented, and for 
1986 excludes $1893 million of asset write-downs and reserves 
recorded in natural resources ($159 million} and specialty chemical 
($30.3 million) operations. See Note 7 to the Consolidated Financial 
Statements for further information concerning the 1986 asset write- 
downs and reserves. 


Specialty chemical sales rose by 12% in 1987 versus 1986, primarily 
because of favorable foreign currency translation of foreign opera- 
tions due to the weaker U.S. dollar, estimated at 6%, and estimated 
volume increases of 6% due to strong performances of worldwide 
packaging, graphic arts and electronics product lines. Operating 
income after taxes advanced by 11% in 1987 compared to 1986, 
reflecting these improved sales, lower losses in U.S. chemical interme- 
diates operations (caused by increased product demand coupled 
with the absence of start-up expenses in 1987 at a nitroparaffins 
plant] and the favorable effect of foreign currency translation. In 
1986, sales rose by 11% over 1985, primarily due to the favorable 
foreign currency translation effect of a weaker U.S. dollar on foreign 
operations, estimated at 8%, and volume increases estimated at 3%. 
Operating income after taxes in 1986 increased by 21% compared to 
1985, primarily due to strong performances in the packaging and 
automotive product lines worldwide and in the U.S. electronics 
product line, as well as favorable foreign currency translation. 


Sales of Grace’s General Business Group in 1987 were 49% above 
1986 This favorable performance was primarily due to the acquisition 
of two videocassette distribution businesses in the latter part of 1986 
and the increase in Grace's ownership of a computer software distrib- 
utor from 39.1% to 100% in December 1986. In addition, certain agri- 
cultural specialty businesses were transferred to the General Business 
Group in mid-1987; these businesses, which were previously included 
in the discontinued Agricultural Chemical Group, also reported 
increased sales compared to 1986. Operating income after taxes 
advanced by 40% in 1987 versus 1986, reflecting improvements in 
cocoa and specialty fabrics operations and cattle breeding services, 
as well as the transfer of the agricultural specialty businesses. Results 
of 1987 cocoa and specialty fabrics operations were favorably 
affected by the foreign currency translation effect of the weaker U.S. 
dollar Results of Grace’s book and videocassette distribution busi- 
nesses for 1987 were lower than for 1986, reflecting, in part, competi- 
tive pressure in the videocassette business and expenses associated 
with continuing expansion into the international book distribution 
market, Sales and operating income after taxes both rose by 14% in 
1986 over 1985, mainly due to strong performances from cocoa and 
book distribution operations. 


In 1987 natural resources sales were 15% ahead of 1986, caused by 
improvements in Grace's energy service businesses, reflecting 
increased drilling activity resulting from higher oil prices and higher 
revenues from Grace's equipment rental business. Natural resources 
operating income after taxes was $224 million for 1987 versus a loss 
of $13.5 million for 1986. Energy services businesses sustained consid- 
erably lower losses in 1987 than in 1986 and improvements were 
achieved by gas and oil operations in 1987, both of which reflect the 
effect of higher oil prices. The average utilization rate for Grace's 
land-based drilling rigs was 29% in 1987 versus 25% in 1986, and 
utilization of Grace's offshore workover/well completion rigs 
increased from 30% in 1986 to 53% in 1987 In 1986, natural resources 
sales declined by 34% as compared with 1985, with an operating loss 
of $13.5 million in 1986 (versus operating income of $474 million in 
1985), both reflecting the steep decline in gas and oil prices and the 
resulting downturn in demand for energy services. 1985 operating 
income included a $41.8 million after-tax gain on the sale of certain 
gas and oil interests; this gain was partially offset by a $30 million 
after-tax reserve for the divestment (completed in 1986) of eastern 
coal properties. 


Discontinued Operations; 1986 Reserves 

In March 1987 the Bermans leather apparel business was sold for 
$99 million (before reinvestment of $19 million in notes of the buyer). 
In addition, Grace received warrants to purchase, for an exercise 
price of approximately $1 million, a 34.5% to 47.5% common equity 
interest in the buyer's parent. This sale completed Grace's divestment 
of its retail operations, the balance of which were sold during 1986. In 
connection with the 1986 sale of two home centers divisions, Grace 
purchased $29 million of preferred stock and debt securities of the 
buyer and a subsidiary, and received a warrant to purchase a 32.5% 
common equity interest in the buyer or its subsidiary for an exercise 
price of $1.3 million. Total proceeds received (mostly in 1986) from the 
retail divestments were $832 million, before reinvestment. 


In addition, in December 1986 Grace sold substantially all of its 
full-service restaurant operations for proceeds, before reinvestment, of 
$537 million. In this transaction, Grace purchased $100 million of the 
buyer's preferred stock and debt securities, as well as warrants to 
purchase 47% of the buyer's fully diluted common equity for an exer- 
cise price of $3.5 million. 


In determining the gains on the divestments described above, 
Grace has excluded any value of the securities purchased or received 
in connection therewith. Grace will recognize the value of these secu- 
rities when the realization of their value is more fully assured. 


In February 1988, Grace sold its investment in Home Quarters 
Warehouse, Inc. (purchased in connection with the 1986 sale of its 
Home Quarters Warehouse Division) for approximately $20 million 
(including amounts received on the redemption of preferred stock 
interests); this sale will result in a 1988 first quarter pretax gain esti- 
mated at $18 million. 


In the fourth quarter of 1986, Grace established a $221 million 
reserve to provide for the expected losses of its fertilizer business 
through the date of disposal as well as the anticipated loss on dis- 
posal The fourth quarter of 1986 also includes a pretax charge of 
$368.8 million against earnings from continuing operations. See 
Notes 2 and 7 to the Consolidated Financial Statements for further 
information concerning discontinued operations and asset write- 
downs and reserves. 


W.R. Grace & Co. and Subsidiaries 


Statement of Income 


Dividends, Interest and Other Income 

Dividends, interest and other income increased by 17% in 1987 to 
$578 million, reflecting lower losses in 1987 versus 1986 from a 50%- 
owned drilling fluids business sold in May 1987 combined with interest 
received on investments in the divested restaurant and retail opera- 
tions. In 1986, dividends, interest and other income decreased by 40% 
compared to 1985.This was due mainly to the inclusion in 1985 of 
pretax gains on the sale of certain gas and oil interests ($58.1 million) 
and the sale of a portion of Grace's investment in and the initial 
public offering of Warehouse Club, Inc. ($91 million), partly offset by 
the provision for the divestment of eastern coal properties ($469 
million pretax}. 


Cost of Goods Sold and Operating Expenses 

In 1987, cost of goods sold and operating expenses increased by 
22% over 1986, generally in line with the increase in sales. The 7% 
increase in 1986 over 1985 (two percentage points higher than the 
increase in sales) primarily reflected lower margins in natural resource 
operations due to lower selling prices. 


Selling, General and Administrative Expenses 

Selling, general and administrative expenses increased over 1986 by 
16%, five percentage points lower than the increase in sales. This 
favorable comparison was due mainly to savings in general corpo- 
rate overhead caused by staff reductions. In 1986, these expenses 
advanced by 5% over 1985, consistent with the increase in sales. 


Interest Expense 

Interest expense declined by 36% in 1987 over 1986. The decrease 
reflected lower average borrowings due to repayment of debt with 
the proceeds from the divestments of Grace's retail and restaurant 
operations, all of which were consummated by the end of the 1987 
first quarter, as well as lower average interest rates. Interest expense 
rose by 20% in 1986 over 1985, reflecting a higher average level of 
borrowings, partially offset by lower average interest rates. The higher 
borrowings in 1986 were primarily attributable to the financing of 
Grace's purchase of its stock for $598.1 million in January 1986, 


Research and Development Expenses 

Research and development spending increased by 14% in 1987 and 
6% in 1986.This increased spending was directed toward expanding 
Grace's existing product lines, introducing new products and develop- 
ing new high-technology applications in technical ceramics, catalysis, 
electronics and biotechnology. 


Income Taxes 

As a result of the 1986 fourth quarter write-downs and reserves, the 
amount of tax benefit that could be recognized for financial reporting 
purposes in 1986 was limited. Consequently, for financial reporting 
purposes, Grace entered 1987 with a $171.8 million operating loss 
carryforward available to offset future U.S. taxable income. During 
1987, Grace utilized $314 million of the 1986 operating loss carry- 
forward and recognized a related tax benefit of $12.6 million, 
reported as an extraordinary item. At the end of 1987 the remaining 
operating loss carryforward, to be utilized in future years, amounted 
to $1404 million. See Note 12 to the Consolidated Financial State- 
ments for information concerning Financial Accounting Standard 

No. 96, “Accounting for Income Taxes’! 


Income (Loss) from Discontinued Operations 

Grace's retail, restaurant and fertilizer operations are reported as 
discontinued operations in the Consolidated Statement of Income. 
The 1987 operating loss of the discontinued fertilizer operations, 
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which amounted to $35.6 million pretax, has been charged 
against the divestment reserve established in 1986 (see Note 2 to 
the Consolidated Financial Statements). The $18.6 million of income 
from discontinued operations in 1987 mainly reflects the gain on 
the March 1987 sale of the Bermans leather apparel chain. The 
$969 million loss from discontinued operations for 1986 reflected 
the establishment of the fertilizer divestment reserve of $221 

million and a pretax operating loss of $614 million, partially offset 
by net pretax gains of $212.4 million from the sales of Grace's retail 
and restaurant businesses. 


Financial Condition 


Changes in Financial Position 

As shown in the Consolidated Statement of Changes in Financial 
Position, funds provided (before investment and financing activities} 
exceeded funds used by $1776 million in 1987 This mainly reflects 
$358.5 million of funds provided by operations, partially offset by 
an increase of $184.3 million in working capital requirements 
(primarily due to an increase in notes and accounts receivable in 
specialty chemical operations, reflecting the translation effect 

of the weaker U.S. dollar at year-end 1987 versus 1986 and 
increased sales volumes). In 1987, $242.5 million was used for capi- 
tal expenditures (including $183.8 million of expenditures for spe- 
cialty chemical operations), and $119.2 million was used to pay 
cash dividends on Grace's Common and Preferred Stocks. These 
cash requirements were met by the $1776 million of excess funds 
discussed above, a net increase in long-term debt of $123.4 million 
(reflecting the issuance of $150 million of 6 1/4% Convertible Sub- 
ordinate Debentures in September 1987), net proceeds of $77.5 
million from the sale of Bermans in March 1987 and a $50.5 million 
decrease in investments in and advances to affiliated companies 
resulting from a $53.8 million cash distribution from a 50%-owned 
coal mining partnership. Total funds provided exceeded total funds 
required by $589 million, as evidenced by the increase in Grace's 
cash and cash equivalents position. 


Liquidity and Capital Resources 

Grace's working capital increased by $1804 million, to $558.1 
million at December 31,1987 versus $3777 million at year-end 
1986. The increase in working capital was mostly attributable 

to the increase in notes and accounts receivable in specialty 
chemical operations discussed above. The ratio of current assets 
to current liabilities was 1.5 to 1 at December 31, 1987 versus 

1.3 to | at December 31, 1986. 


At December 3], 1987, Grace's long-term debt as a percentage 
of total capital was 45.0% versus 45.1% at December 31,1986. 
Grace has revolving credit agreements with various banks under 
which it may borrow up to $1,298 million (none of which was bor- 
rowed at year-end 1987). Grace has additional credit lines of $30 
million available, bringing total credit facilities to $1,328 million, of 
which $150.3 million was reserved to support commercial paper 
borrowings outstanding as of December 31,1987, leaving net 
unused credit facilities of $1,17Z7 million. At year-end 1986, 
net unused credit facilities were $1,198 million. 


Financial and Statistical Review 


Quarterly Summary — Unaudited (§ millions, excep! per share) 


First Quarter _ Second Quarter Third Quarter _ Fourth Quarter _ Full Year 

Operating Results 1987 1986 1987 1986 1987 1986 1987 1986 1987 1986 
ee ee A ee 
SOIGE jomom eit ane aoa oo was $962.6 $843.4 $1,147.4 $920.7 $1,100.6 $903.2 $1,304.8 $1,058.4 $4,515.4 $3,725.7 
Cost of goods sold 

and operating expenses.. (649.4) (558.1) (772.9] (614.8) (740.7) (597.2) (907.8) _—‘ (747.4) (3,070.8) {2,517.5} 
Other expenses,net....... (281.5) (271.5) (308.6) (294.5) (296.4) (281.0) (310.4) (685.1) (1,196.9) (1,532.1) 
Income (loss) from continuing - aes 

operations before taxes . . 3h F 13.8 65.9 11.4 63.5 25.0 86.6 (374.1) 247.7 (323.9) 
Income taxes............ 2020 #1 29 48 — 22.5 11.3 33.4 28.3 105.8 = 51.5 
Income (loss) from continuing 

Operations............. Vee 67 36.0 6.6 41.0 See 52 (402.4) 141.9 (375.4) 
Income (loss) from 

discontinued operations . 27.6 (9.8) —— [.6) 79.8 iS (9.4) (8.9) (157.5) 18.6 (96.9) 
Net income (loss) before 

extraordinary item... .... 39.3 (3.1) 35.4 86.4 41.5 4.3 44.3 (559.9) 160.5 (472.3) 
Tax effect of operating loss 

carryforward...... — 85 — _ {I7 _ — - 5.8 _ 12.6 - 
Net income {loss}... .... .. $ 478 §$ (3.1) $ 337 $ 864 $ 415 $ 43 $ SO.1 $ (559.9) $ 173.1 $ (472.3) 


Earnings (loss) per share from:'' 
Continuing operations . §$ 14 $ 08 $ 42 $ JO7 § 48 § Ay §$ 63 $ (4.79) $ 1.67 $ (4.47) 


Discontinued operations. . soe (.12) — 96 — {.12) (.10) (1.87) oe (1.15) 
Tax effect of operating 

loss carryforward..... . JO — {02 = = = | .06 - 14 —_ 
(2>1 | ee ae eee $ 56 $ (.04) $ 40 $1.03 $ 48 $ 05 $ 59 $ (6.66) $ 2.03 $ (5.62) 
Sales by Operating Group 
Specialty Chemicals....... $619.1 $537.6 $ 702.4 $632.9 $ 689.0 $627.2 $ 783.1 $ 693.9 $2,793.6 $2,491.6 
General Business ......... 263.3 198.7 353:3 207°] 310.9 203.6 406.1 286.8 1,333.6 896.2 
Natural Resources......... 80.2. 107.1 91.7 80.7. ‘(100.7 72.4 115.6 777 __ 388.2 337.9 
Total Continuing 

Operations........... $962.6 $843.4 $1,147.4 $920.7 $1,100.6 $903.2 $1,304.8 $1,058.4 $4,515.4 $3,725.7 


Operating Profit (Loss) After Taxes by Operating Group” 


Specialty Chemicals....... $ 37.1 $ 30.4 $ 576 $ 525 $ 53.7 $52.7 $ 64.7 $ 55.7"$ 213.1 $ 191.3" 
General Business ....-. 5.2 4.3 8.9 6.4 7.3 §:5 10.7 6.7 32.1 22.9 
NaturalResources......... 7.) 89 9.2 (6.0) es (6.8) 4.2 (9.6)" «22.4 (13.5) 
Total Continuing 
Operations........... § 49.4 $ 436 $ 75.7 $529 $ 629 $514 $ 796 $ 52.8" $ 267.6 $ 200.7” 


Per share amounts for 1986 and the first, second and third quarters of 1987 have been restated for a two-for-one Common Stock split in December 1987 

?' Computed before allocation of corporate research, general corporate overhead and general corporate interest. For this table, taxes are computed substantially on a 
separate return basis for each subsidiary and division. In the case of each U.S. subsidiary and division, tax benefits for operating losses, if any, are recognized currently, 

"! Specialty Chemicals excludes asset write-downs of $30.3 after-tax; Natural Resources excludes asset write-downs and reserves of $159.0 after-tax; operating profit from 
Total Continuing Operations excludes asset write-downs and reserves of $189.3 after-tax. 


Five-Year Comparative Quarterly Net Income (Loss) and Earnings (Loss) Per Share 


Net Income (Loss) ($ millions) : Earnings (Loss) Per Share* 

First Second Third Fourth First Second Third Fourth 
Quarter Quarter Quarter Quarter Total Quarter Quarter Quarter Quarter Total 
1983 $ 34.1 $42.3 $29.7 $ 58.5 $164.6 $ .33 $ .41 $ .28 $57 ($1.59 
1984 47.3 59.3 35.0 56.4 198.0 46 OF BS Reo) 1.9] 
1985 35.'] 42.2 24.9 447 146.9 .34 .40 24 43 1.41 
1986 (3.1) 86.4 4.3 (559.9) (472.3) {.04) 1.03 OS (6.66) (5.62) 
1987 47.8 B37 41.5 50.1 173i] 56 .40 48 59 2.03 


* Per share amounts for 1983-1986 and the first, second and third quarters of 1987 have been restated for a two-for-one Common Stock split 
in December 1987 
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Worldwide Operations 
The following table provides a geographic breakdown of sales and operating income (loss) after 
taxes by Operating Group for continuing operations: 


Operating 
Income (Loss) 
Sales After Taxes! 
($ millons) 1987 1986 1987 1986 
United States and Canada 
Specialty Chemicals $1,542 $1,470 $110 $110" 
General Business 994 566 17 13 
Natural Resources 386 339 18 {16)° 
Total 2.922 2,369 145 107" 
Europe 
Specialty Chemicals 974 778 73 54 
General Business 278 280 10 im 
Natural Resources | | = _ 
Total ee 1,253 1,059 83 65 
Other Areas 
Specialty Chemicals : 278 244 30 pi 
General Business : 6| 50 5 (1) 
Natural Resources | 4 5 
Total 340 298 40 29 
Total Continuing Operations $4,515 $3,726 $268 $201 


‘ Computed before allocation of corporate research, general corporate overhead and general corporate interest. For 


this table, taxes are computed substantially on a separate return basis for each subsidiary and division. In the case 
of each US. subsidiary and division, tax benefits for operating losses, if any, are recognized currently 


Specialty Chemicals excludes asset write-downs of $30 after-tax; Natural Resources excludes asset write-downs and 


reserves of $159 after-tax; Total United States and Canada and Total Continuing Operations excludes asset 
write-downs and reserves of $189 after-tax 


Capital Expenditures, Net Fixed Assets and Depreciation, 
Depletion and Lease Amortization— Continuing Operations 
Depreciation, 


Depletion 
Capital Net and Lease 
Expenditures Fixed Assets Amortization 
($ millions) 1987 1986 1987 1986 1987 1986 
Operating Group 
Specialty Chemicals. $184 $150 $ 914 $ 787 $107 $ 95 
General Business 2) 18 153 137 21 18 
Natural Resources . 23 21 539 555 53 75 
Total 228 189 1,606 1,479 181 188 
General Corporate are 15 10 95 100 V1 13 
Total Continuing Operations $243 $199 $1,701 $1,579 $192 $201 
Geographic Location 
United States and Canada $136 $126 $1,126 $1,104 $128 $145 
Europe 74 46 398 307 45 35 
Other Areas ; 18 \7 82 68 8 8 
Total 228 189 1,606 1,479 181 188 
General Corporate. . . 15 10 95 100 V1 13 
Total Continuing Operations $243 $199 $1,701 $1,579 $192 $20) 
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Capitalized Costs Relating to Gas and Oil Producing Activities 


($ millions) December 3], 1987 =1986 
Unproved :gassandioll properties! icin es weaennneeadsauebans nea ade ces $ 96 $ 9.4 
Proved gas and oil properties - . ee ee ee ee wre eee 700.6 740.0 
710.2 749.4 
Accumulated depreciation, depletion, amortization 
and valuation allowance... ... Sn ag A PE RE Er ee ee (452.6) (466.3) 
Net capitalized costs.......... ie eg Shand Movaeterd saa a cee $ 257.6 $283.1 


Costs Incurred in Gas and Oil Property Acquisition, Exploration and Development 


Activities 
Property 
Acquisition Costs Exploration Development 
($ millions) Proved Unproved Costs!" Costs 
1985)... . Sak Waban acca » mE $.5 $1.6 $11.4 $16.9 
1986... Pee ae we \.7 3.6 6.4 
1987... saint Zs Bae 4 $43 | 2.7 3.0 6.9 
"Includes exploration costs of foreign operations of $2.5 in 1985 
Results of Operations for Gas and Oil Producing Activities 
UnitedStates Foreign Total 7 Sea 
(5 millions) 1987 1986 1985 1987 1986 1985 1987 1986 1985 
Soles! os ws or Xe a gs eh $85.4 $90.0 $128.7 $1.2 $1.6 $35.1 $866 $91.6 $163.8 
Expenses' 
Production costs. .. . ee eee 22.4 28.1 38.4 = Be 2.8 22.4 28.3 41.2 
Exploration expenses .............-.-...-. 2.0 2.4 2.6 — — 2:8 2.0 2.4 5.1 
Depreciation, depletion, amortization 
and valuation provisions ...............-. 32.0 188:5" 57.7 4 3 JF 82:4 88:8 58.4 
Income tax expense (benefit)*!.............. 11.4 (59:6) 12.7 33 S 278 IF —_ (59.1) 40.5 
67.8 159.4 A of 1.0 33.8 68.5 160.4 145.2 
Results of operations from producing 
activities. Terre fail Wns Oe $17.6 $(69.4) $ 17.3 $5 $ 6 $1.3 $18.1 $(68.8) $ 18.6 


Does not include revenues or expenses associated with marketing operations, gas gathering operations, general corporate and administrative activities, interest or sales 
ol producing properties 
‘As required by Financial Accounting Standard No. 69, ‘Disclosures about Ojl and Gas Producing Activities,’ income tax expense is computed using the statutory tax rate 
applied to net pretax amounts, taking into effect permanent differences, tax credits and allowances relating to oil and gas producing activities. 

“Includes $136.7 relating to impairment and write-down of producing properties 
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Standardized Measure of Discounted Future Net Cash Flows and Changes Therein Relating to Proved Gas and Oil Reserves 


United States Foreign Total 7 
($ millions) December 31, 1987 1986 1987 1986 1987 1986 
CGTUTECOSHIMOWS cess ane Oba BOK de Sadie Hem os es SEs Wis RT BUS $620.2 $686.0 $15.6 $21.7 $635.8 $707.7 
Future production and development costs... 2... 66 eee (191.6) = (211.8) (4.0) (2.8) (195.6) (214.6) 
Future income tax expense... .............0-. Sanilac ate ae etal Glues (93.1) (103.9) — (4.4) — (8.6) (97.5) (112.5) 
BeIRCsP BET CCES FISH IQUE 5 Ps SP cx xcs @B-88 orsas es or weserionscens jek otruccorc ie) gees soe eps cues 335.5 370.3 FAS 10.3 342.7 380.6 
10% annual discount for estimated timing of future net cash flows .......... (117.3) (127.4) (3.7) (5.7) (121.0) _ (133.1) 
Standardized measure of discounted future net cash flows ............... $218.2 $2429 $35 $46 $221.7 $247.5 


Pursuant to the provisions of Financial Accounting Standard ("FAS") No. 69, ‘Disclosures about Oil and Gas Producing Activities,’ future cash 
inflows have been computed by applying year-end prices to estimated future production from estimated year-end reserves of gas, natural gas 
liquids, oil and sulfur. Future production and development costs consist of estimated expenditures to be incurred in developing and producing 
the year-end reserves, based on year-end costs. Future income tax expense has been computed by applying year-end statutory tax rates to 
future pretax net cash flows, reduced by the tax basis of the properties involved. Use of a 10% discount rate is required by FAS No. 69. 

Grace believes that the following factors should be taken into account in reviewing the above information: (1) future costs and selling prices will 
probably differ from those required to be used in these calculations; (2) due to future market conditions and governmental regulation, actual 
rates of production achieved in future years may vary significantly from the rate of production assumed in the calculations; (3) selection of a 
10% discount rate is arbitrary and may not be reasonable as a measure of the relative risk inherent in realizing future net gas and oil revenues; 
and (4) future net revenues from domestic and foreign reserves may be subject to different rates of income taxation. 

The following are the principal sources of change in the standardized measure of discounted future net cash flows during 1987, 1986 and 1985: 


1987 1986 1985 


Sales of;gas:and oil produced, net'of production Costs. 6a: i... oe ware cow acs Werk Hue fs Hew ward Ow wie Hala A Ded are > $(64.3) $(63.3) $(122.6) 
Net changes in prices and production costs ..... Stele scia ooatal tas ester ener oa Phan cae ded aes ee ee ee 7.6 (77.8) (14.2) 
Revisions ofiprevidus feS@rvel@stimaGtes: x. xen + sow sw sax agis we Wee Hsu wre Wel Gas dn WOR slo's ye blace ve Ha Spey whe (6.6) (25.6) 8.2 
Extensions, discoveries and improved recovery, less related costs... 2... 6. eee ee 14.5 13.4 23.2 
Davelopiisnt costs Incurred GUFNGI PEO” -a< a. 5 ks < 28 nd Ss 66 Reng aad nd 8 Hd BPE UG ROSES BER Owe EA HORE HM 5.4 5.0 11.4 
Net change due to purchases and sales of reserves in place... 2. eee eee (3.3) (3.2) (84.7) 
IRCCTEMOD CHSC US Sats, Hi cases Sheet 512) ooh Brons: Bors, wis Sr Sieas’ ant RUiew snore maussen ia ean Oe ae Ge we die bape Se Boe Tee 24.7 3125 43.4 
INGHCHOFIGGNINGONIOIOROS os cee eromicys pane uHe HA F499 BA OE OOS HOS BEV el MOF WH Haw ses RE ries GYRE Ee aes 4.3 52.0 66.9 
SIS ies at Se Bee de Bro Ses aps NED cates once waded bx oteTeagh bas Wess ee ase. eae Wet ah ae ded, ey Sabo men as SS (8.1) (3.3) (47.4) 

UVa lie ita chey aye: wosel ae ape Socet ppeeices: czace Casas des ee axe mcons’ Goaphond uae seus ees Guns eminent aad ween cea wee ee Ee $(25.8) $(71.3) $(115.8) 
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Gas and Oil 


Natural Resources 


The 1987 1986 and 1985 estimated proved gas and oil (including condensate, gas liquids and sulfur) reserves are shown below. Sales of minerals 
in place consisted of 18.8 BCF of gas reserves and 75 million barrels of oil reserves in 1985. All other changes in reserves during the years shown 


below were in the ordinary course of business and were not otherwise significant. Gas and oil reserves cannot be measured exactly; 


accordingly, the following estimates are subject to future revision. 


Gas (MMCF} 
United States Foreign 
1987 1986 1985 1987 1986 1985 
Proved developed and 
undeveloped reserves: 
VEROOR 664. detic case ee at ee ee, et Be Sh .. 203,083 225,798 246,922 12,240 11,275 11,323 
Revisions of previous estimates .............0.52-50005- (5,552) (11,082) 7,935 (402) 1,645 78) 
Pirchasesiof minerals in: Place ’s:...1. 6.3. c0sn wie narersimwew acre 4 1,129 326 — - — 
Extansions, discoveries cele. <x... 055. nem EL Ged ae eae axe 8,238 10,729 14,042 48 — — 
PiGCUCHOM sas aise ones euerter mre, Mia /lenrmeee SN (24,221) (22,768) (24,580) (685) (680) (829) 
Soles OF MINEFOIS|IN PIGEE icra srescas s-cce aiecreresiniauniert sau @ (2,946) (723) (18,847) — — _ 
December 31 .......... Ree eee eRe 178,606 203,083 225,798 11,201 12,240 ~—-11,275 
Proved developed reserves: 
JONUOTY Ta ese see Snes ee aid ee Re Se eh a Bee Se BS 187,706 196,329 216,435 12,113 IW,275 11,323 
December 3] .......... Oe Te Te Tr 165,177 187,706 ~—-196,329 11,201 12,113 11,275 
Oil (000 Bbis) 
United States Foreign 

1987 1986 1985 1987 1986 1985 

Proved developed and 
undeveloped reserves: 

Vengaryl =a ccc een He aca s oie MER Ie Son oe eee soe 8,741 12,760 21,932 70 19,681 20,738 
Revisions of previous estimates .. 0... eee ees (53) (2,220) (491) 24 (19,623)* (13) 
Purchases of minerals in place... ... 22... . 002 e cece en eee 24 20 94 — _— — 
Extensions, CIGCOVENICS: ClGss as 5 os yo em se wae oe How Ed 137 237 571 62 37 60 
PIII fee eons one seem Sis Shea Gee atte Seu eee an (1,204) (1,568) (1,845) (23) (25) (1,104) 
Sales.ofmineralsinjplace: «.. cas os ecw a0 cae os ese es wee (404) (488) (7,501) = = — 
Decambet Bi: cg sen gua cos oss oo ew woe now aw es ew oan 7,241 8741 12,760 133 70 19,681 
Proved developed reserves: 
VERGO: Vhais: siavatens seat Sie4e pee ae Heaths, cast anes re areas weeds whem 7,609 11,110 19,925 70 19,681 20,738 
December! wes s4.4 25 cee sd hire FEW HN GANS OT mae 6,416 _7,609 LE 110 11s 70 19,68) 


*Primarily represents the suspension of Libyan operations on June 30, 1986, 
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Financial Supplement 


Financial Summary — 1987-1983 (§ millions, except per share) 


Earnings Statistics 
Sales 


1987 


$4,515.4 


1986 1985 


1984 1983 


$3,725.7  $3,553.2 _$3,532.1 _$3,343.4 


Cost of goods sold and operating expenses 3,070.8 28 VP 20009 2247.0 2,109.2 
Depreciation, depletion and amortization 228.9 238.4 224.0 224.5 211.8 
Interest expense . 1229 1918 1596 151.9 1389 
Research and development expenses = 107.3 94.2 88.8 79.4 72.3 
Income (Loss) from continuing operations before taxes 247.7 (323.9) 152.5, 203.6  —-:193.8 
Income taxes 7 - 105.8 51.5 64.9 98.5 93.7 
Effective tax rate a 42.7% 15.9% 42.6% 48.4% 48.4% 
Income (Loss) from continuing operations 141.9 (375.4) 87.6 105.1 100.1 
Income (Loss) from discontinued operations 18.6 (96.9) 593 8 =6- 92.9 64.5 
Tax benefit of operating loss carryforward 12.6 = _- = = 
Net Income (Loss) 731 (472.3) 146.9 198.0 164.6 
Financial Position 

Cash and cash equivalents $ 1514 $ 925 § 15)6 $ 1595 $ 1676 
Notes and accounts receivable—net 826.5 665.6 703.7 664.8 652.7 
Inventories 7 629.5 563.0 607.6 1,050.5 902.7 
Current liabilities : 1,164.6 1, 1 18:7 1,035.3 1,181.6 1,087.2 
Working capital 558.1] SF 988.2 A822 692.6 
Net properties and equipment 1,701.0 1,579.0 2/5960 2,695.8 2,734.7 
Total assets 4,473.6 4,097.2 54209 5,397.9 5,097.) 
Long-term debt a L225 1,095.3 1,524.1 1,541.6 1,385.4 
Shareholders’ equity (book value)—Common Stock 1,455.8 1,300.9 2,394.2 2,201.1 2182.7 
Data Per Common Share * 

Earnings (Loss) from continuing operations $ 1.67 $ (4.47) $ 84 $ 1.01 $ 96 
Earnings (Loss) from discontinued operations 22 (1.15) +37 __ av _.63 
Earnings from tax benefit of operating loss carryforward 14 _ - = = 
Earnings (Loss) 2.03 (5.62) 1.4] LQ 1.99 
Average common shares outstanding (thousands) 84,820 84,078 103,816 103,346 103,200 
Dividends 1.40 140 1.40 | 1.40. 1.40 
Book value 17.3) 15.41 21.70 2g 21.13 
Other Statistics 

Working capital provided by operations $ 3763 $ 2163 $ 420.2 $ 5205 $ 460.5 
Dividends paid on common stock 118.7 117.6 1420 135.8 135.5 
Capital expenditures 242.5 199.1 348.0 388.9 359.0 
Current ratio 1.521 1.3:1 2.0:1 16:1 — 1.6:1 
% Long-term debt to total capital 45.0% 45.1% 38.5% «40.8% 38.7% 
Common shareholders of record 27,786 29,795 34,437. 35,752 «37,057 
Common stock price range” 37%-19% 3038-225 = 24%-17% = 23%-18'%4 25%4-19% 


* 1983-1986 data are restated for a two-for-one Common Stock split in December 1987. 
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Shareholder Information 


TS 


Investor Information 


Corporate Information 


Common Stock Price Data 
Principal Market: New York Stock Exchange 
Ticker Symbol: GRA 


1987 


1985 

Tee: |) a ee 
Second Quaiter .caccasxtsicskoasencéed 
“TEAR NEES is vercarsemrcasr ener covey avioeneeiose viene seer amn 


December 10, 1987 


Common Stock Prices—Composite* 


High low Close 
$32% $24% $31% 
34'4 30% 32% 
37% 31% 33% 
34% 19% 24 
$28°% $23% $26 
30% 24\ 27 
27'\4 22% 23% 
29 23% 24\ 
$21% $19% $21 
21% 19% 20\% 
22'2 19'% 19% 
24% 17% 24 


*The stock prices listed above have been adjusted to reflect the two-for-one common stock split distributed on 


Other common stock listings: Midwest, Amsterdam, Basel, Frankfurt, Geneva, Hamburg, Lausanne, 


London, Paris, Zurich. 


1987 Common Stock Market Data 
Average Daily Trading (NYSE): 411,343 shares 


Value of Average Daily Trading (NYSE): $11846930 
Annual Volume: 116,255,000 shares (Composite}; 104,069900 shares (NYSE) 
% Composite Volume of Shares Outstanding: 138.2% 


Block Trade Volume (NYSE): 74,641,400 shares 
Block Volume of NYSE Volume: 71.7% 


Total shares outstanding on December 31,1987: 84,108,000 shares 


Cash Dividends 


December 10,1987 marked the 200th consecutive cash dividend payment in the history 

of your Company. On the same date, the two-for-one common stock split became effective and 
shareholders received a quarterly dividend payment of $.35 per share. Cash dividends 

on the common stock, as adjusted for the stock split, were paid at the same quarterly rate 


($1.40 annually) during 1986 and 1987 


World Headquarters 
Grace Plaza 

1114 Avenue of the Americas 
New York, NY 10036-7794 
(212) 819-5500 


Shareholder and Investor Inquiries 
Questions may be directed to W.R. Grace 
& Co., Office of Investor and Shareholder 
Relations, at Grace Plaza or call toll-free 
(800) GRACE IR (800-472-2347). Residents 
of Alaska, Hawaii and New York may call 
(212) 819-6671 collect. 


SEC Reports 

The Company's Annual Report on Form 
10-K and Quarterly Reports on Form 10-Q, 
as filed with the Securities and Exchange 
Commission, are available to any Grace 
shareholder upon request, Write to 

James G. Stier, Director of Investor and 
Shareholder Relations, at Grace Plaza or 
use our toll-free telephone number above. 


Dividend Reinvestment Plan 

For enrollment information, write to 
Eileen M. Galvin, Dividend Reinvestment 
Plan Administrator at Grace Plaza or 
call 1-800-824-4022. 


Annual Meeting of Shareholders 
Tuesday, May 10, 1988, 10:30 a.m. 
Nieuw Amsterdam Ballroom 

Vista International Hotel 

Three World Trade Center 

New York, NY 10048 


Independent Accountants 
Price Waterhouse 

153 East 53rd Street 

New York, NY 10022 

(212) 371-2000 


Transfer Agent 

Manufacturers Hanover Trust Company 
Securityholder Relations 

PO. Box 24935 

Church Street Station 

New York, NY 10249 

(212) 613-7147 


Trademarks 

Names italicized in the text of this 

report are trademarks or service marks of 
W.R. Grace & Co. or its subsidiaries. In 
some cases, they indicate Grace units. 
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Corporate Officers 


Chairman, President and Chief Executive Officer 


Vice Presidents — Operations 


Vice Presidents — Staff 


J. Peter Grace 


Chairman of the Executive Committee 


Charles H. Erhart, Jr. 


Vice Chairmen 


J.P. Bolduc 
Terrence D. Daniels 
Paul D. Paganucci 


Executive Vice Presidents 


Hugh L. Carey, Environmental Policy 
Gerald G. Garbacz, General Business 
Donald E. Grimm, Natural Resources 
Robert W. Samuels, Specialty Chemicals 
John F. Spellman, Chief Financial Officer 


Senior Vice Presidents 


F. Peter Boer, Chief Technical Officer 

Francis J. Brennan, lreasurer 

J. Murfree Butler, Specialty Chemicals 

E. Harold Culp, Agricultural Chemicals 

Gail Erickson, General Counsel and Secretary 
Christian F. Horn, Grace Ventures 

Donald H. Kohnken, Specialty Chemicals 
Carl W.Lorentzen, Specialty Chemicals 


Fred E. Bennett, Dearborn 

Lawrence G. Besson, Natural Resources 
Samuel J. Cerny, Grace Petroleum 

Charles H. Ehlers, Dewey and Almy 
Antonio R. Ferré, Interamerica 

James R. Gregath, Grace Drilling 
Jean-Louis Gréze, European Darex 

James R. Hyde, Davison Chemical 

Noel A. Lee, Pacific 

Fred Lempereur, European Technical Products 
Shojiro Makino, Japan Chemicals 

John P.McMillin, Natura! Resources 

C. Dean McWilliams, Agricultural Chemicals 
Edward G. Najjar, Organic Chemicals 
Harry B. Risinger, Agricultural Chemicals 
James R. Smith, Specialty Chemicals 
William B. Sturgis, Cryovac 

Daniel P. Tucci, General Business 

August Umlauf, Baker & Taylor 

Laurence R. Veator, Jr., Specialty Chemicals 
Robert C. Walsh, Construction 

John F. Williams, Homco 

Elwood S. Wood, Polyfibron 

Richard A. Zartler, Natural Resources 


Frederick E. Bona, Corporate Communications 
Brian B. Burns, Environmental Policy 
Edward T. Harvey, Business Development 
George A. Hvidsten, Computer Technology 
W.Brian McGowan, Controller 

Kenneth Y. Millian, Environmental Policy 
William L. Monroe, Human Resources 
James P. Neeves, Corporate Projects 
Susan A. Ollila, Pension Investments 

James G. Stier, Investor Relations 

Francois P. van Remoortere, Research 


Pedro F. Mata, Cocoa Products 
George N. McNair, General Counsel 
Brian J. Smith, Corporate Administration 
George J. Winchell, General Business 


Directors 


J.P. Bolduc, Vice Chairman 


George C. Dacey, Retired President, Sandia National Laboratories, 
government research and development 


Terrence D. Daniels, Vice Chairman 


Edward W. Duffy, Retired Chairman of the Board and 
Chief Executive Officer, Marine Midland Banks, Inc. 


Harold A. Eckmann, Retired Chairman and Chief Executive Officer, 
The Atlantic Companies, insurance 


Charles H. Erhart, Jr., Chairman of the Executive Committee 


Mark C.Feer, Advisory Director, Shearson Lehman Brothers Inc., 
investment banking 


Raymond C. Foster, Chairman of the Executive Committee, 
Stone & Webster, Incorporated, engineering and other services 


James W. Frick, President, James W Frick Associates, Inc., 
educational consulting 


Gerald G. Garbacz, Executive Vice President and 
Group Executive, General Business Group 


George P. Gardner, Jr., Advisory Director, PaineWebber 
Incorporated Capital Markets, investment banking 


J. Peter Grace, Chairman, President and Chief Executive Officer 


Ronald H. Grierson, Vice Chairman, 
The General Electric Company (U.K.), manufacturing 


Donald E. Grimm, Executive Vice President and Group Executive, 
Natural Resources Group 


Constantine L. Hampers, Chairman and Chief Executive Officer, 
National Medical Care, Inc 


Christian F. Horn, Senior Vice President and President, 
Grace Ventures Corp. 
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George P. Jenkins, Consultant to W.R. Grace & Co. and 
Retired Chairman of the Board and Chief Financial Officer, 
Metropolitan Life Insurance Company 


Robert C. Macauley, Chairman and President, 
Virginia Fibre Corporation, packaging 


Frank E. Mackle, Jr., President, The Mackle Company, Inc., land 
development and construction 


Roger Milliken, Chief Executive Officer, Milliken & Company, textiles 


David G. Nancarrow, President and Chairman of the Board, Nanco 
Enterprises, Inc., water treatment and food services 


Paul D. Paganucci, Vice Chairman 


Henry G. Parks, Jr., Chairman of the Board, H.G. Parks, Inc., 
processed foods 


John E. Phipps, Private Investor 


William Wood Prince, Vice Chairman, FH. Prince & Co., Inc 
investment company 


John A. Puelicher, Chairman of the Board and Chief Executive 
Officer, Marshall & Ilstey Corporation, banking 


Eben W. Pyne, Consultant to W.R. Grace & Co. and Retired 
Senior Vice President, Citibank, N.A. 


D. Walter Robbins, Jr., Consultant to W.R. Grace & Co. and 
Retired Chairman of the Executive Committee 


Robert W. Samuels, Executive Vice President and President, 
Grace Specialty Chemicals Co. 


John F. Spellman, Executive Vice President and Chief Financial Officer 
Grace Sloane Vance, Educational, cultural and philanthropic activities 


David L. Yunich, Consultant to W.R. Grace & Co. and 
Retired Vice Chairman, R. H. Macy & Co., Inc., department stores 
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W.R. Grace & Co. 

Grace Plaza 

1114 Avenue of the Americas 
New York, NY 10036-7794 


